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COMMERCE, JUSTICE, SCIENCE, AND RE- 
LATED AGENCIES APPROPRIATIONS FOR 
2013 


Tuesday, March 20, 2012. 

U.S. DEPARTMENT OF COMMERCE 
WITNESS 

HON. JOHN E. BRYSON, SECRETARY OF COMMERCE 

Opening Statement — Mr. Wolf 

Mr. Wolf. The hearing will come to order. 

We welcome you, Mr. Secretary. We appreciate you being here. 
We have a number of issues to discuss with you today with respect 
to the fiscal year 2013 budget for the Department. 

Before we begin, I want to note that the Department’s budget 
justification materials have been late and incomplete. This has 
greatly complicated the committee’s review and analysis of your 
funding request. As you know, in this environment, programs that 
are not explained or justified will likely be cut. So I would urge you 
if you can correct this, particularly with regard to your staff. 

With respect to the fiscal year 2013 budget request, you are re- 
questing $7.90 billion in new budget authority for the Department 
of Commerce. This amounts to $176 million or about 2 percent 
higher than fiscal year 2012. The Commerce budget includes a 
number of program initiatives I will ask you about today. 

Giving the continued austere budget climate, it is unlikely we 
will be able to fund many of the requested increases. Of course, we 
will wait for the allocations to see where they are. The committee 
will continue to prioritize weather satellites, forecasting, research, 
innovation and manufacturing programs. The Department of Com- 
merce can be a catalyst for changes that need to take place in the 
country with respect to manufacturing, scientific innovation and 
expanding international trade. 

We are holding a hearing on March 28th, where we will hear tes- 
timony on revitalizing American manufacturing as part of the larg- 
er strategy of economic growth. We have invited Dr. Patrick Galla- 
gher, Director of the National Institute of Standards and Tech- 
nology at the Department of Commerce, and Dr. Subra Suresh, Di- 
rector of the National Science Foundation, to testify on how the 
government can work with the private sector to spare and assist 
innovation, research and manufacturing. 

We have also invited other outside expert witnesses to get a 
fresh perspective from those outside of government, and we hope 
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to continue investing in these critically important areas in 2013. 
We have a number of questions. I will just summarize and just go 
to Mr. Fattah, the ranking member. 

And then you can proceed. Your full statement will be in the 
record, and you can proceed as you see appropriate. 

Mr. Fattah. 


Opening Statement — Mr. Fattah 

Mr. Fattah. Thank you. Thank you, Mr. Chairman. 

And let me welcome you, Mr. Secretary, to the Committee for 
what will be your first budget hearing and appropriations hearing 
before the Committee. 

I attended your remarks at the Chamber of Commerce when you 
laid out a vision to build it here and sell it everywhere, focused on 
manufacturing, focused on unifying the entire government, not just 
the Commerce Department but around really promoting American 
manufacturing. I want to thank you for your over two decades of 
service as a CEO and coming to take over the helm of the Com- 
merce Department. 

Obviously, shepherding the world’s leading economy in a critical 
time is not a job for people who are looking for little to do. And 
you have taken this on with a great deal of vigor. I want to thank 
you for your tremendous leadership. 

I want to compliment the Department for its work over these last 
three years. We have had now some 25 months of consecutive pri- 
vate sector job growth in our economy. We see, both in terms of the 
stock market, in terms of durable goods, in terms of a whole set 
of indicators, that we are headed in the right direction. We may not 
be getting there as quickly as we want or some may want, but we 
are definitely headed in the right direction. And a large measure 
of this owes to the great work of those in your Department, and 
particularly the effort around exports and doubling the number of 
exports, you are ahead of the mark there. 

And I hope — I should put a plug in for the reauthorization of the 
Export-Import Bank while it is under consideration in the Senate. 
I hope they move that bill forward. But I cannot imagine why we 
would do anything to slow the efforts of the Commerce Department 
and the Administration to put Americans back to work. To have 
two solid years of private sector job growth, we should be applaud- 
ing this and encouraging you to do even more with the variety of 
tools you have at your disposal. 

I am tremendously impressed with the advanced manufacturing 
initiative. I have been out to visit some of the leading beneficiaries 
of this work. Whether it is Pratt & Whitney and the United Tech- 
nologies or Boeing or others, the work that is being done through 
a variety of ways to assist our leading manufacturers is to be com- 
mended. So I look forward to your testimony. There is a lot that 
we will have to get into as we go forward, as the Chairman men- 
tioned. But as for myself, and I think for many Americans, we 
want to thank you for agreeing to take on this leadership role, and 
thank you for the leadership that you and your Department are 
providing as our economy recovers. Thank you. 

Secretary Bryson. Thank you very much. 

Mr. Wolf. You may proceed. 



3 


Opening Statement — Secretary Bryson 

Secretary Bryson. I will give brief opening remarks. 

Thank you very much, Chairman Wolf, Ranking Member Fattah, 
and members of the subcommittee. I am pleased to offer a written 
statement for the record and to discuss President Obama’s fiscal 
year 2013 budget request for the Commerce Department. 

In these first five months as Secretary, I have seen many exam- 
ples of how the Commerce Department supports American busi- 
ness. Just last Friday, I visited Pavilion Furniture, that is a small 
manufacturer in Miami, who we are helping to start exporting to 
the Caribbean and to Asia. The owner Mike Buzzella said, the in- 
troductions that the Commerce Department just made for us in 
Panama and the Pacific Rim are helping find new ways to grow for 
a small manufacturer in this global economy. 

This budget reflects a commitment to helping businesses like 
Mike’s continue to drive competitiveness, innovation and job cre- 
ation. It includes $8 billion in discretionary funding and $2.3 bil- 
lion in mandatory funding. Throughout this budget, we have made 
smart and tough choices that cut costs while building only on pro- 
grams that truly work. Key priorities are in areas where we see 
growth and promise, such as advanced manufacturing, exporting 
and attracting foreign direct investment. 

For example, the budget includes $135 million for R&D in areas 
like advanced materials and advanced manufacturing processes. 
These are critical areas where the U.S. must stay competitive. We 
will also continue to support the foundational building blocks of our 
economy, such as research and science, environmental sustain- 
ability and public safety. For example, NOAA’s budget includes 
$1.8 billion for satellites, which provide 93 percent of the input to 
our Nation’s weather prediction models. This directly impacts the 
daily flow of commerce and the ability of businesses and commu- 
nities to prepare for disaster. 

Also, we have invested in stock assessments because our fisher- 
men and our fisheries are culturally and economically vitally im- 
portant to our country and to our competitiveness. At the same 
time, we are committed to serving as responsible stewards of tax- 
payer dollars. We propose eliminating 18 programs, reducing fund- 
ing for many others and achieving substantial administrative sav- 
ings. Altogether, this will save taxpayers over $400 million. 

Let me just close by saying that as a CEO for nearly two dec- 
ades, I strongly believe that any organization is most effective 
when it operates with a common vision. Our 12 bureaus are com- 
mitted to functioning as what we call one Commerce. Collectively 
and collaboratively, we will continue to empower American busi- 
nesses to drive our economy and to build on the nearly 4 million 
jobs that have been created over just the past two years. 

Thank you, all of you, for your continued support of the Com- 
merce Department. I look forward to your comments, and I am 
pleased to answer questions. 

[The information follows:] 
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TESTIMONY ON THE PRESIDENT’S FISCAL YEAR 2013 BUDGET REQUEST 
FOR THE DEPARTMENT OF COMMERCE 
BY SECRETARY JOHN BRYSON 

HOUSE APPROPRIATIONS SUBCOMMITTEEE ON COMMERCE, JUSTICE, SCIENCE 
AND RELATED AGENCIES 
March 20, 2012 


INTRODUCTION 


Chairman Wolf, Ranking Member Fattah, and distinguished Members of the Subcommittee, I am 
pleased to join you today to talk about President Obama’s budget request for the Department of 
Commerce for Fiscal Year (FY) 2013, While this is my first testimony before you, I want to 
start by thanking you for the Subcommittee’s Members’ deep appreciation of the talented women 
and men who work at the Department of Commerce, and for your support of our relentless focus 
on helping American companies be more innovative at home and competitive around the world. 

Before I begin discussing the budget, let me say a few words about the Congressional Reports 
assigned to the Department as part of the FY 2012 budget process. Congress asked the 
Department to put together almost 80 reports this year. We appreciate the Committee’s interest 
in our work, and I share your commitment on furthering our work in areas such as manufacturing 
and the on-shoring or repatriation of jobs back to the United States. We are also working very 
closely with your staff on your requirements surrounding an economic security commission and 
other reporting requirements. We are currently working final clearance on these reports and will 
get them to you as soon as possible. 

In today’s challenging budget climate, the Commerce Department is committed to responsible 
stewardship of taxpayer dollars. We’ve done this by making smart and tough choices to cut 
costs, while ensuring that we build only on programs that truly work. Thus, the FY 2013 budget 
request for Commerce is fiscally responsible while promoting entrepreneurship, innovation 
fueled by investments in science, global competitiveness, and research and development. 
President Obama’s FY 2013 budget for Commerce includes $8.0 billion in discretionary funding, 
which is a five percent increase from the FY 2012 enacted level. The budget also requests $2.3 
billion in mandatory funding for new programs. 

This budget invests in efforts to help businesses build their products here and sell their products 
and services everywhere, putting Americans back to work. To do so, we are requesting funding 
specifically to promote high priority activities to support advanced manufacturing, exports and 
foreign direct investment. With these investments, we will build a 21*‘ century infrastructure, 
encourage the sustainability of our environment, strengthen science and information, and support 
national security and public safety. To make that possible, this budget request balances the 
investments and priorities outlined here with difficult choices - including eliminating 1 8 
programs, resulting in over $50 million in savings; reducing other programs by an additional 
$336 million; and achieving $176 million in administrative savings. 

As a CEO for nearly two decades, I learned that a company is most effective at delivering 
services when it operates with one vision and the entire workforce, from the boardroom to the 
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shop floor, are focused on a clearly defined collective goal. 1 believe the same thing at the 
Commerce Department, We are the strongest advocates for American businesses when we are 
more than the sum of our parts - when we are “One Commerce.” 

The common thread through all of our work across the bureaus is helping American businesses 
create jobs. This is as true for NOAA as it is for the International Trade Administration. As One 
Commerce, we are working relentlessly to support businesses and communities and to advance 
the frontiers of innovation, as 1 detail below. 

BUILD IT HERE - SELL IT EVERYWHERE 


As you all know, the challenges and opportunities that American businesses face today are 
global in nature. Since my confirmation in October, 1 have focused the Commerce Department 
on becoming more nimble, responsive, and effective for American businesses. As my friend 
Fred Hochberg and 1 like to say, we want government at the speed of business. To reach this 
goal, the Department will focus on a simple imperative: In order to create good paying jobs here 
at home, we need to help more businesses build their products here and sell them everywhere. 

To achieve this, we are focusing on: 

Supporting advanced manufacturing; 

- Increasing U.S. exports; and 

Attracting more investment in America from all over the world. 

Advanced Manufacturing 

The President’s FY 2013 budget request for the Department of Commerce recognizes that we 
must build momentum in our manufacturing sector, particularly advanced manufacturing. By 
itself, the U.S. manufacturing sector would be the ninth largest economy in the world. 
Manufacturing employs 12 million Americans and is a major source of innovation in our 
economy, with manufacturing companies accounting for 72 percent of all private-sector research 
and development (R&D) spending. This is why the President’s proposed budget would invest 
heavily in the manufacturing expertise at our National Institute for Standards and Technology 
(NIST). 

In support of the President’s priority to strengthen advanced manufacturing, the President’s FY 
2013 budget for NIST contains: $135 million for advanced manufacturing R&D to target high 
potential technologies such as the manufacture of advanced materials and smart manufacturing 
processes, which will make U.S. manufacturers more competitive; and $21 million for the 
Advanced Manufacturing Technology Consortia (AMTech) initiative that will bring together 
industry, universities, and the federal government to invest in highly promising R&D and 
accelerate the transfer of iimovative technologies and products into the hands of American 
manufacturers. In addition, the Hollings Manufacturing Extension Partnership (MEP) within 
NIST is funded at $128 million to help businesses save time and money and thereby improve the 
competitiveness of small- and medium-sized fimis in manufacturing. 
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Partnerships can also strengthen our competitiveness in manufacturing. Gene Sperling, Director 
of the National Economic Council and Assistant to the President for Economic Policy, and I are 
co-leading the new White House Office of Manufacturing Policy. We are focused on high- 
impact ideas, such as the creation of a new National Network for Manufacturing Innovation, 

The Administration proposes to make a one-time $1 billion mandatory spending investment to 
catalyze the creation of a network of up to 15 regional institutes to foster innovation and 
accelerate technological advancements in manufacturing. These regional institutes will allow 
researchers, companies, and entrepreneurs to solve problems in pre-commercial technologies that 
will lead to U.S. leadership in tomorrow’s manufactured goods. 

Our “One Commerce” approach brings significant resources to bear for the benefit of American 
manufacturing companies. The Commerce Department’s bureaus — including NIST, the 
International Trade Administration (IT A), Economic Development Administration (EDA), and 
U.S. Patent and Trademark Office (USPTO) - are collectively focused on supporting the 
commercialization of manufacturing technology, bridging the gap between the laboratory and the 
market, and maximizing the unique strengths that already exist in particular regions and 
manufacturing hubs around the U.S. This will help us ensure that the next generation of 
groundbreaking products is not just invented here in America, but is also built here. 

Increasing U.S. Exports 

We also want to help American companies sell their products and services to the 95 percent of 
the world’s consumers who live beyond our borders. U.S. businesses are not exporting nearly as 
much as they could. Only about one percent of U.S. businesses export, and most only to one 
country. Many American companies would like to export but are unsure how to start. Small 
businesses in particular often face big challenges when it comes to getting export financing, 
building relationships with foreign suppliers, and dealing with unfamiliar foreign rules and 
regulations. President Obama’s National Export Initiative (NEI), led by our Department, is 
designed to help businesses overcome these hurdles. And, in fact, U.S. companies increased 
their exports by 1 7 percent in 20 1 0 and by an additional 1 4 percent in 20 1 1 , putting us 
substantially on track to meet the challenging goal to double American exports by the end of 
2014. 

We have leveraged existing resources and enhanced the way we work to help American 
companies expand their global market share. In 2010 and 201 1, the Commerce Department 
coordinated 77 trade missions to 38 countries with over 1,000 U.S. companies. We have 
identified and prioritized work in markets and sectors where American businesses are the most 
competitive. In addition, we have expanded opportunities in new markets thanks to 
Congressional implementation of the trade agreements with Colombia, Panama and Korea. 

The FY 20 1 3 budget requests a total of $5 1 7 million for our International T rade Administration. 
As with other Commerce Department bureaus, ITA is closely examining its organization to 
speed up operations in order to focus on higher productivity results for American businesses. 
This budget request proposes a consolidation of ITA’s four business units to three, organizing 
them by core function to provide more effective and efficient services to U.S. companies and to 
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better focus on priority export markets, trade enforcement, and strategic partnerships while 
saving $8 million annually. 

The ITA budget also requests an additional $30 million to strengthen trade promotion by placing 
Foreign Commercial Service Officers and the equivalent of 90 locally engaged staff in high- 
growth markets such as China, India, and Brazil. An expansion of these priority markets will 
enable identification of more export opportunities for U.S. companies, more rapid and timely 
business counseling, and enhanced commercial diplomacy and advocacy support. 

Attracting More Investment 

We also must promote investment into the United States. That includes U.S. companies 
expanding their operations domestically or bringing jobs back to the U.S. It also means foreign 
companies investing here. This Administration maintains a deep commitment to ensuring that 
the United States remains the most open economy in the world. America is already the number- 
one destination around the world for foreign direct investment, and foreign companies support 
more than 5 million jobs across the United States. Until the recent launch of SelectUSA, 
however, there has not been coordinated federal effort to help either U.S. or non-U.S. businesses 
navigate the federal and various state economic environments in order for the private sector to 
more rapidly and easily make these types of investments in America. The FY 2013 President’s 
budget proposes $13 million for SelectUSA to aggressively pursue and win new business 
investment in the United States. 

In order to spur job creation, the United States must encourage business investment from all 
sources, including encouraging companies that have moved jobs offshore to come back to the 
United States. To support this effort, we have launched a task force dedicated to investment and 
the in-sourcing of jobs, what you Mr, Chairman call repatriation. This task force is leveraging 
our existing resources to make promoting and facilitating business investment in the U.S. a 
natural part of what the Department does, akin to export promotion and facilitation. Further, we 
are working to create an online calculator that will help companies determine the hidden costs of 
moving business out of the United States. 

Additionally, our Economic Development Administration (EDA) will play a critical role through 
strategic grants that build assets in communities to support investment. Moreover, EDA is 
updating its investment priorities to include the in-sourcing of jobs back to the United States; 
projects to facilitate in-sourcing will be prioritized for funding within all EDA grant programs. 

In FY 2012, EDA will offer support to grant applicants who are interested in bringing jobs back 
to the United States through its next round of Jobs and Innovation Accelerator Challenges - 
economic development grants that will focus on America’s rural communities and strengthening 
advanced manufacturing. Those interested in accelerating job creation through in-sourcing will 
be encouraged to apply. 

SUPPORTING U.S. BUSINESSES AND COMMUNITIES 

The FY 2013 budget for the Department of Commerce supports American businesses and 
communities - whether it’s working directly with manufacturers to enhance their economic 
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competitiveness or supporting communities through economic development and the delivery of 
daily weather forecasts and severe storm warnings. 

The Department works to strengthen communities, especially in disadvantaged or distressed 
areas, through private sector job creation. The President’s budget provides $182 million for the 
EDA’s Economic Development Assistance Programs to drive 2E‘ century innovation and 
economic development that leverage regional assets to foster economic growth. 

The budget provides $29 million for the Minority Business Development Agency (MBDA), 
which, through a network of 39 affiliated Minority Business Centers, supports the ability of 
minority businesses to grow and thrive in the global economy. We are investing in these centers 
because they are on the front lines of providing direct services to minority-owned businesses. 
This approach has worked. Over the last three years, our network of MBDA Business Centers 
has helped minority businesses obtain $ 1 0 billion in contracts and capital while helping to create 
and save nearly 20,000 jobs. And last year, MBDA registered the best annual performance in its 
41 -year history. 

The Bureau of Industry and Security (BIS) advances U.S. national security, foreign policy, and 
economic objectives through ensuring an effective export control and treaty compliance system 
and by promoting continued U.S. strategic technology leadership. The President’s FY 2013 
budget recognizes, with a request of $ 1 02 million, the important role of BIS to ensure sensitive 
technologies are not exported to regimes unable to safeguard the technologies from bad actors, 
weapons proliferators and terrorists. Within this request, $6 million is provided to hire 24 
additional personnel at Commerce to handle the new workload under the Administration’s export 
control reform initiative to advance national security and overall economic competitiveness. 

Robust monitoring and enforcement of U.S. rights under international trade agreements, as well 
as enforcement of domestic trade laws, are crucial components of the Administration’s strategy 
to expand exports, ensure fair competition with our foreign trading partners and grow the 
economy, ITA is a key partner supporting the new Interagency Trade Enforcement Center 
(ITEC), which will represent a more aggressive “whole-of-govemment” approach to addressing 
unfair trade practices, and will serve as the primary forum within the federal government for 
executive departments and agencies to coordinate enforcement of international and domestic 
trade rules. This budget requests an increase of $24 million to the Commerce Department which 
will support the ITEC and will significantly enhance the Administration’s capabilities to 
aggressively challenge unfair trade practices around the world. 

The Commerce Department also focuses on generating and providing timely data and analysis 
for public and private sector decision-making. The FY 2013 President’s budget requests $100 
million for the Economics and Statistics Administration (including the Bureau of Economic 
Analysis) and $970 million for the Census Bureau. The Bureau of Economic Analysis (BEA), 
which sits within the Economics and Statistics Administration (ESA), provides the tools to 
identify the drivers of economic growth and fluctuation, as well as measure the long-term health 
and sustainability of U.S. economic activity. This budget will strengthen BEA’s ability to 
identify industry-specific trends within its GDP statistics. 
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The FY 2013 budget for Census sustains critical business and household data collection 
activities, sueh as the 2012 Eeonomic Census that provides an every-five-year eomprehensive 
view of Ameriean businesses and that forms the foundation for all our industry and business 
statisties. Similarly, the Ameriean Community Survey (ACS) is the only souree for 
geographieally detailed socio-eeonomic information on a yearly basis. Businesses use ACS 
information in many ways, such as site selection and market intelligenee, which promotes job 
creation and economic recovery. State and local governments use ACS information to support 
decision-making for key programs and services, such as schools, transportation, and emergency 
services. The Census Bureau request also invests $131 million in researeh and testing for the 
2020 Deeennial Census. This is a critical investment that is essential to saving money in future 
years. By devoting suffieient resources to this early state of the life cycle, the Census Bureau 
will be able to develop the new approaches required to break the trend of doubling the cost of the 
decennial census each decade. 

This budget also supports U.S. businesses and communities by investing $5.1 billion, an inerease 
of $153.9 million or 3.1 percent above the FY 2012 enacted level, for the National Oceanic and 
Atmospheric Administration’s (NOAA) vital work on weather forecasting, fisheries 
management, and coastal stewardship. 

NOAA’s critical satellite operations will provide businesses and individuals with the data and 
information needed to plan for changing weather conditions. These satellites also provide 
advanced warning of severe storms so that actions can be taken to protect lives and property. 

The FY 2013 budget invests $1.8 billion in NOAA satellites, including $916 million for the 
NOAA Joint Polar Satellite System (JPSS), and $802 million for the next generation 
geostationary satellite, QOES-R. Weather satellites, including JPSS and GOES-R, are critical to 
our nation’s infrastructure and economy and provide 93 percent of the input to the nation’s 
weather prediction models. Severe storms in the past year, both tornados and hurricanes, have 
demonstrated the importance of our weather satellite system to provide advance warning of these 
disasters. FY 2013 funding will ensure that GOES-R remains on its current schedule to replace 
the GOES-N series of satellites currently in operation. Full funding is required to avoid any 
additional schedule slip to JPSS and to minimize the gap in polar satellite coverage between 
JPSS and the Suomi National Polar-orbiting Partnership (Suomi-NPP). NOAA and NASA 
successfully launched the Suomi-NPP in October 201 1 . JPSS is scheduled to launch in the 
second quarter of 2017. 

NOAA’s environmental data and services support commerce throughout the country. NOAA 
provides weather information that allows for safe and efficient transportation; drought and water 
data that inform agricultural decisions; space weather warnings needed to protect the national 
energy grid and worldwide communications from solar storms; and climate information that 
supports adaptation decisions for business and communities. Nearly 80 percent of U.S. import 
and export freight is transported through seaports, and by 2020, the value of all freight coming 
through U.S. ports is projected to increase by more than 40 percent. The FY 2013 President’s 
budget requests $150 million to support navigational services nationwide, including mapping and 
charting and real-time observations and forecasts of water levels, tides, and currents. The budget 
also provides $972 million for weather, drought, and flood forecasting. 
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The FY 2013 President’s budget for NOAA also provides an increase of $29.7 million to 
improve our understanding of climate, with a specific focus on research that underpins our 
understanding of climate processes. This includes an $8 million investment in the continued 
development and use of state-of-the-art Earth system models, which help businesses and 
communities address climate related issues, including sea level rise and Arctic climate change 
and $4.6 million to make progress in critical ocean observations and analysis. 

Healthy coastal economies rely on a healthy ocean ecosystem. NOAA’s FY 2013 budget will 
continue to ensure that critical information and tools are available to users and decision makers 
to support the management of our ocean and coastal resources to ensure future generations also 
have the ability to enjoy and benefit from these resources. Rebuilding our nation’s fisheries is 
essential to preserving the livelihood of fishermen, the economies of our coastal communities, 
and a sustainable supply of healthy seafood. The FY 2013 President’s budget requests $880 
million for the National Marine Fisheries Service, funding science, management, and 
conservation of fisheries and protected resources. This includes a requested increase of $4.3 
million to expand stock assessments and $2.3 million for survey and monitoring projects, which 
will be targeted at high priority commercially and recreationally viable fish stocks. 

ADVANCING THE FRONTIERS OF INNOVATION 

The FY 2013 budget supports key initiatives to help advance our scientific and technological 
frontiers and build the foundations for a secure future. Innovation is critical to our economy; it 
generates American jobs today and will drive the jobs of the future. Along with major research 
universities, businesses are the primary source of new ideas, from concept to commercialization, 
and the Department of Commerce is leveraging our resources to provide the tools, policies, and 
technologies that enable U.S. businesses to gain and maintain an advantage in world markets. 

Together, NIST and NOAA will invest an additional $1.3 billion in research and development 
efforts. 

As I mentioned earlier in my testimony, a focal point for the NIST budget request is around 
investments to support advanced manufacturing. Overall, the FY 2013 President’s budget 
requests $857 million in discretionary spending for NIST that addresses challenges to U.S. 
industry in a number of areas including advanced communications and cybersecurity. 

Specifically, we request $10 million to support research in advanced communications networks 
to build collaboration with the telecommunications industry to help lay the groundwork for an 
interoperable public safety communications network that seamlessly delivers voice, data, and 
video to first responders and other emergency personnel. In addition, cybersecurity remains a 
priority at NIST with the request of an additional $8 million for the Administration’s National 
Strategy for Trusted Identities in Cyberspace (NSTIC) program. This program supports the 
development of an online environment — the “Identity Ecosystem” — that improves on the use of 
passwords and usernames, and allows individuals and organizations to better trust one another, 
with minimized disclosure of personal information. This work is intended to have broad benefits 
for applications ranging from consumer financial transactions, to industrial supply chains, to 
health records, for which it is essential to have information security. 
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The President’s FY 2013 budget requests $651 million for NOAA research and development. 
This includes NOAA’s atmospheric and ocean, coastal, and Great Lakes research and applied 
science which are at the forefront of discovery and a key component of advancing the mandates 
of the America COMPETES Reauthorization Act of 2010. NOAA research is improving the 
forecasts of severe weather such as winter storms and flash floods, developing next-generation 
radars with the potential to extend lead times for detecting tornadoes, and operationalizing new 
marine sensor technologies with economic benefits. 

The United States Patent and Trademark Office (USPTO) facilitates the generation of innovative 
and commercially viable processes and produets, while protecting the intellectual property rights 
of inventors. Congress helped tremendously in this effort last year with the passage of the 
America Invents Act, and the FY 2013 budget supports USPTO’s authority to spend all of the 
fees collected to accelerate patent processing and improve patent quality, as established in that 
law. The request supports continued reductions to pendency and backlogs, with goals of cutting 
the backlog in half to 329,500 by FY2015 and total pendency to 18.3 months by FY 2016. This 
would be a dramatic turn-around from where we were just three years ago. At the end of FY 
2009, the backlog was nearly 800,000 and pendency was 34.6 months. In FY 2013 USPTO 
expects to hire an additional 1,500 examiners to support this effort. 

EDA will dedicate $182 million in grants to foster innovation through innovation hubs across the 
U.S., particularly in distressed communities. We know this new model of economic development 
works. The Jobs Innovation and Accelerator Program launched by EDA last year is estimated to 
create approximately 4,800 jobs and 300 new businesses, retain 2,400 jobs and train 4,000 
people for careers in high-growth industries. 

The need to ensure our nation has state-of-the-art digital infrastructure - to drive economic 
growth, create jobs, promote innovation, support federal agencies’ missions, and improve public 
safety - cannot be overstated. This is a core value of President Obama, and one that is reflected 
in several major initiatives undertaken by the Administration and enacted by Congress. The 
Department’s National Telecommunications and Information Administration (NTIA) has been 
called upon to make some of the most complex and consequential technology and innovation 
programs a reality. Most recently, under the Middle Class Tax Relief and Job Creation Act, 
NTIA will establish “FirstNet,” an independent entity that will oversee the creation of a long- 
needed nationwide, interoperable public safety broadband network. Funded through proceeds of 
future spectrum auctions, this broadband network represents delivery on a promise made by this 
Administration to America’s first responders and the key challenge of network operability noted 
by the 9/1 1 Commission. 

In all, the President’s FY 2013 budget provides $47 million to NTIA. These funds are needed 
for NTIA to continue its work in several areas critical to creating jobs, promoting innovation and 
growing our economy. This includes implementing the President’s directive to double the 
amount of spectrum available for commercial wireless broadband service. It also includes 
managing and overseeing nearly $4 billion in Broadband Technology Opportunities Program 
projects, which are helping to expand broadband access and adoption across the country. These 
projects are allowing hospitals, libraries and universities, as well as individual citizens. 
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entrepreneurs and small businesses, to succeed and thrive in the digital economy. The FY 2013 
President’s budget request includes $27 million forNTIA to continue to oversee these projects to 
protect against waste, fraud and abuse, and ensure they deliver on their promised benefits - 
including more than 70,000 miles of broadband networks by the end of FY 2013 - on time and 
on budget. Almost all projects are slated to be completed by the end of FY 2013. 

The Department of Commerce is also active on the domestic and international fronts to preserve 
an open, interconnected global Internet that supports continued innovation and U.S. economic 
growth. Privacy is a key component of consumer trust in the Internet and of the online retail 
marketplace that accounts for around $200 billion in armual economic activity. The President’s 
budget requests approximately $1 million for NTIA’s work on promoting Internet innovation, in 
particular, by leading the Administration’s efforts to provide consumers with stronger privacy 
protections while maintaining the flexibility that companies need to innovate, here and around 
the globe. 


STEWARDSHIP OF TAXPAYER DOLLARS 

Just as businesses across the U.S. must find efficiencies and focus on results, the federal 
government has a responsibility to maximize results and be responsible stewards of taxpayer 
dollars, especially in difficult economic times. As I stated before, there were many difficult 
choices made in this budget, cutting programs across the Department. In fact, the Economic 
Development Administration, the Minority Business Development Agency, and Departmental 
Management are decreased below their FY 2012 enacted levels. In other bureaus, such as 
NOAA, sharp cuts were taken to specific programs to focus on the most essential initiatives. 
Programs were reviewed across the Department, and reductions were focused on specific 
programs or projects that, while performing important work and generating value, are lower 
priority because they are either similar to programs in other agencies or not central to the 
Department’s mission. 

The Commerce Department is committed to reducing our administrative costs through savings 
and efficiencies. In doing so, we are not only being financially sound, but we are ensuring we 
can invest in the important initiatives that help American businesses compete and win. 

The FY 2013 President’s budget invests in key areas to improve administrative functions 
throughout the Department, These investments include an increase of $0.4 million for 
cybersecurity; $3.9 million to upgrade the financial management, acquisition, and other 
administrative systems within the Department; and $2.2 million to continue to automate our 
manual human resource processes. Making these investments is key to future savings. 

To fund these investments, the Commerce Department has moved aggressively in the past year 
to reduce our administrative costs. We will meet our goal of saving $143 million by the end of 
FY 2012, in areas such as acquisition, fleet operations, human resources, and information 
technology. This builds upon our FY 201 1 savings of approximately $50 million in 
administrative costs. Part of those savings resulted from Commerce shutting down 
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approximately 3,000 unused cell phone lines and optimizing rate plans, for an annual savings of 
$1.8 million, and issuing a printing policy that calls for less and smarter printing, which will save 
approximately $4.2 million annually. 

Next year we will achieve substantial additional savings. The FY 2013 President’s budget calls 
on the Department to achieve a total of $176 million in administrative cost savings, which is 
already underway by placing additional focus on reducing travel costs, employee IT devices, 
printing, fleet operations, management contracts and extraneous promotional items. In addition, 
the Department has proposed administrative savings in NOAA by merging a small number of 
programs and reducing its footprint of facilities so that funding can be targeted at the agency’s 
highest priorities. 

The Department of Commerce also continues to support the President’s BusinessUSA initiative - 
a comprehensive customer service plan to better meet the needs of businesses. Furthering the 
Commerce Connect initiative launched in late 2010, BusinessUSA ensures that businesses 
looking for assistance from the federal government can quickly connect to the services and 
information relevant to them, regardless of which agency's website, call center, or office they go 
to for help. BusinessUSA would link American businesses and entrepreneurs with Commerce 
Department and other federal, state and local partner resources. These services are provided 
faster and more comprehensively through a one-stop shop, beginning with a web portal and 
enhanced call center coordination. This is a key step in a new way for the federal government to 
be an asset to America’s businesses - applying information and customer service standards, 
technology, call centers, and field offices in a manner that provides the most useful, accurate, 
and timely services and information to businesses. 

CONCLUSION 

The President’s FY 2013 budget request reflects the crucial role that the entire Department of 
Commerce plays in accelerating job growth, strengthening the economic recovery, and 
supporting American businesses all across our country. At the same time, the President’s request 
recognizes the challenging budget climate in which we find ourselves and includes many 
difficult choices that meet the need for responsible reductions. 

By combining crucial investments with fiscal responsibility, the budget sets forth a meaningful 
plan to stimulate private sector job creation and promote American competitiveness for years to 
come. With each of our twelve bureaus working together with a focus on helping companies sell 
their goods and services around the globe, supporting businesses and communities, and 
advancing the frontiers of innovation, 1 am confident in our ability to deliver on that 
commitment. 
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Mr. Wolf. Thank you Mr. Secretary. 

First, I am going to recognize Mr. Rogers, the Full Committee 
Chairman, and then Mr. Dicks, the ranking member. 

Mr. Rogers. 


Opening Statement — Mr. Rogers 

Mr. Rogers. Mr. Secretary, welcome to your first hearing before 
this august group. 

Thank you, Mr. Chairman, for yielding me this time. 

You do not need to be a Ph.D. of economics to understand that 
the global economy, particularly Europe, is in a tailspin. China’s 
economy, which had been on a vertical trajectory, is now slowing 
and sputtering. Japan’s economy, once a bright star in the Pacific 
Rim, is fading, and our own economy is growing at a snail’s pace. 

Unemployment continues at over 8 plus percent. Yesterday’s 
newspapers tell a story that factory and manufacturing work in our 
country is failing to rebound, while continued trillion dollar defi- 
cits, including some $6 trillion already added under this Adminis- 
tration’s watch, are creating pessimism globally that we will be 
able to meet our obligations and pay our bills. 

With this economic and fiscal backdrop, the Appropriations Com- 
mittee has been the tip of the spear in Congress to roll back the 
trend of increasing and unsustainable discretionary spending and 
trillion dollar annual deficits. Last year we worked diligently to re- 
store transparency to this process, to restore austerity and tough 
oversight to the appropriations process. And we were successful in 
reducing discretionary spending by some $95 billion from fiscal 
year 2010 levels. That is historic. It hasn’t been done since World 
War II. This historic achievement involved thorough scrutiny of the 
Administration’s budget proposals, including that of the Depart- 
ment of Commerce. 

There is no question that the Department of Commerce has a 
vital role to ensure that our country is focused on job creation, en- 
trepreneurship and innovation and is competitive on the economic 
global playing field. We need to foster an environment where com- 
panies, big and small, feel confident investing here in the U.S. And 
we need to demonstrate to the world leadership to expand the mar- 
ket for U.S. products across the globe. 

Your job, of course, is crucial to identifying and removing obsta- 
cles to our economic growth and prosperity by reducing inter- 
national trade borders, removing regulatory roadblocks, answering 
the shortage of small community capital or offering business exper- 
tise to our Nation’s working men and women. Whether that is 
through small-scale EDA investments in rural communities, hold- 
ing the toes of unwieldy trade partners to the fire through the Of- 
fice of the U.S. Trade Representatives or supporting job-creating 
science-based research at NOAA and NIST, Commerce plays a crit- 
ical role in turning our economy around. 

But it must do so cognizant of the fact that we can no longer go 
on spending money we do not have and borrowing like there is no 
tomorrow. Despite the Committee’s efforts to responsibly reduce 
discretionary spending, it is mandatory spending, entitlement 
costs, that are the big driver of our debt and are largely outside 
the purview of this committee. 
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Mandatory spending continues to skyrocket and place the future 
solvency of many programs in jeopardy. While your budget request 
contains $8 billion in discretionary funding, which in and of itself 
represents an increase of 5 percent above the fiscal 2012 enacted 
level, it also includes some $2.3 billion in mandatory funding for 
new programs. I remain concerned that as we move more and more 
spending to the mandatory side of the ledger to run amuck on auto 
pilot, absent congressional oversight, we do our great Nation a tre- 
mendous disservice and threaten its long-term economic and na- 
tional security. 

This is further compounded by the concern I share with Chair- 
man Wolf that your Department’s congressional justifications were 
not timely or sufficiently thorough. We have got to continue to pro- 
vide strong oversight and control spending to ensure that the 
American people receive the greatest value from each and every 
precious tax dollar they send us to spend. And this will not be pos- 
sible without the best possible information from your Department. 
We look forward to hearing your testimony today and your plans, 
and we welcome you to the Committee. 

Secretary Bryson. Thank you. 

Mr. Wolf. Mr. Dicks. 


CYBERSECURITY 


Mr. Dicks. Thank you. 

Mr. Secretary, it is good to have you here. One of the things I 
wanted to raise was the question of cyber crime, cybersecurity. 
General Keith Alexander, Commander of the U.S. Cyber Command 
and Director of the NSA, believes that malware, malicious software 
designed to disrupt computer operations, gather sensitive informa- 
tion or gain unauthorized access to computer systems, is being in- 
troduced at a rate of 55,000 programs infecting computers each 
day. 

General Alexander has estimated the cost of cyber crime to the 
global economy is about $1 trillion annually. The U.S. portion of 
these global losses is likely measured in the hundreds of billions. 
The problem — already staggering — appears only to be getting 
worse. From your perspective as a business person, and I know 
that the Obama Administration is supporting the Lieberman legis- 
lation in the Senate, but tell us how you think this problem is af- 
fecting intellectual property, the loss of intellectual property, and 
is affecting the economy of the United States. 

Secretary Bryson. I think we have a very, very major challenge 
in protecting us from the problems of cyber attacks. We need great- 
ly to enhance cybersecurity. I have spent time with General Alex- 
ander and many others on this subject. As perhaps you know, 
NIST has a key component of that, building the protection. At the 
Commerce Department, that work, which is work using the NIST 
model for setting standards, and that is an incredibly important 
and a dynamic model that will continue to strengthen our position. 
But we need to come together across the Federal Government with 
high intensity. And what we have before you does put some priority 
on requests for dollars with respect to building cybersecurity pro- 
tections. 
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EXPORT-IMPORT BANK 

Mr. Dicks. Now, you are also, one of your jobs is to be a leading 
advocate for the export of goods from the United States, isn’t that 
correct? 

Secretary Bryson. That is correct. 

Mr. Dicks. One of the things that we are trying to do up here 
is get reauthorization of the Export-Import Bank, and we are hav- 
ing difficulty doing that because one airline in particular is saying 
that this somehow adversely affects them, even though the planes 
that they buy mostly are Airbus, regrettably for a U.S. carrier. But 
isn’t the, and I know this is not, the Export-Import Bank is not in 
this particular bill, but isn’t getting this thing reauthorized impor- 
tant to the Administration’s overall export strategy? 

Secretary Bryson. It is very important, not just, in my judgment, 
to this Administration but to economic position of our country. Ex- 
Im Bank is perhaps, as you know, in a position now in which its 
current funding is very close to running out. And our ability to 
compete in trade around the world and provide these exports that 
in turn provide jobs but also strengthen our economy and our com- 
petitiveness now and into the future will be somewhat diminished 
at the very least if we can’t have Ex-Im Bank able to continue to 
provide the financing it has for both large and small companies. 

Mr. Dicks. I understand also that we make money on these 
transactions, that actually they are paid back, and we make sev- 
eral billion dollars every now and then based on these things being 
paid back. So it sounds like it is a good, it has been a good pro- 
gram, and it obviously is very important to Boeing out in Wash- 
ington State where I am from. They estimate that if this thing is 
not reauthorized, they will lose 129 sales at a time when the U.S. 
economy still needs to recover. With all due respect to my col- 
leagues here, some of whom preach austerity, austerity is fine in 
the longer term. In the short term, we still have to get this econ- 
omy moving. And the Ex-Im Bank I think is one of the tools to get 
it moving, and I hope that we can work with the Administration 
to get this legislation enacted. 

Also, you mentioned your satellite work. I know that takes a 
large part of your budget. But I must tell you the new Doppler 
radar out on the coast of Washington has just been remarkable. 
There was a gap on the coast of Washington that wasn’t covered. 
Putting that radar in has done so much. Every night, it is men- 
tioned by the local news people that they can see off the coast and 
see the developing weather conditions. And, as you know, weather 
on the coast of Washington State can be pretty rugged at times. 
And we have tribes that are vulnerable. We passed legislation to 
protect them. But this Doppler radar made a big difference, and I 
want to thank the Administration for their help on that. 

Secretary Bryson. It has made a big difference. Thank you. 

Mr. Dicks. Thank you. Thank you, Mr. Chairman. 

REPORTING REQUIREMENTS 

Mr. Wolf. Thank you, Mr. Dicks. 

Mr. Secretary, in your opening statement, you complain about 
having to respond to reporting requirements. As members of the 
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Appropriations Committee, we take our oversight responsibility 
very seriously. We asked various Commerce agencies to update us 
on the status of implementing improvements recommended by GAO 
and the Commerce Inspector General. It is probably a good idea to 
ask you how you are responding to the recommendations made by 
the GAO and the Commerce IG. 

And in addition, the Committee also has a responsibility to pro- 
vide guidance and direction, and therefore, we ask you to do things 
that are important to the American people and to our country. For 
example, we asked you to put together a number of reports about 
manufacturing and bringing jobs back to this country. Your De- 
partment submitted a number of reports yesterday, and I will read 
the titles to you: “Report on the Establishment of a Repatriation 
Task Force Implementation of the Jobs Repatriation Initiative and 
Status of the Online Calculator,” that came in at 5:20 last night; 
“Report on the Creation and Implementation of National Manufac- 
turing Strategy,” that came in at 6:30 last night; an ITA human 
rights training report, that came in at 5:42 last night; ITA’s Rural 
Export Promotion Plan came in at 5:30 last night; also, the patent 
and trademark reports came in 4:30 last night. Do you think that 
is a good way to handle this? 

Secretary Bryson. I do not, Mr. Chairman. My apologies. We 
should get that to you earlier. 

Mr. Wolf. Okay. Well, and I appreciate that. And I think, I am 
not going to go into more, if maybe the staff can just call our staff 
and say we are working hard. I mean everyone has reasons. Per- 
haps there has been a personal issue that has come up. We under- 
stand that. But just to say, we are not going to have it, or we hope 
to get it up to you tomorrow at 4:30 or 5:00; please understand, 
here is a preliminary draft of what we think we are going to say; 
it may change. I think that kind of relationship back and forth is 
really a good one. I don’t think it would be a bad thing. So I would 
hope that you could do that. 

Secretary Bryson. I will put an emphasis on it. And I think you 
are generous to extend that courtesy to us. We should get it to you, 
and I will commit prospectively to see to it we get it to you earlier. 

CHINESE TELECOMMUNICATIONS COMPANIES 

Mr. Wolf. Well, thank you very much. 

Yesterday I gave a statement on the House floor, detailing my 
concerns with the Chinese telecom company Huawei for its close 
connections to the People’s Liberation Army and Chinese intel- 
ligence. I will provide you with a full copy of my report. Huawei, 
the concerns that I raise about the generous subsidies in the state- 
ment that the Chinese government has provided, been providing 
through its telecom industry, including Huawei, ZTE and others. 
As a result of these subsidies, which many believe are illegal under 
WTO, the Wall Street Journal reported that, “Huawei’s network 
business has thrived at the expense of struggling Western network 
companies such as Alcatel-Lucent Co. and Nokia Siemens Net- 
works.” The bottom line is that these subsidies are costing Amer- 
ican jobs and distorting the global market. 

As you know. Commerce has the authority to self-initiate reviews 
of foreign countervailing duties and dumping. Given the wide- 
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spread concerns about these Chinese telecom subsidies — and the 
companies have now hired, I understand, former Members of Con- 
gress to lobby for them — would you take a look at this issue and 
let me know if you think there is something the Department would 
consider self-initiating? 

Secretary Bryson. Mr. Chairman, I think — let me make sure 
that I am responding to what you are asking. The Commerce De- 
partment has been very focused on Huawei. I think you are right 
in characterizing that as a considerable challenge to our country. 
It appears that Huawei has capabilities that we may not fully de- 
tect to divert information. It is a challenge to our country. We, in 
various respects, have not only been focused on Huawei but have 
taken some steps to not have Huawei advanced yet further in our 
country. But the reality is, in the market, they are advancing fur- 
ther so we need to address that further. 

Mr. Wolf. Well, I would hope you could inform the other mem- 
bers of the Cabinet, too, with regard to that. And members up here 
ought to understand Huawei, the connection to the Chinese govern- 
ment is serious. It has taken jobs away from Americans. But sec- 
ondly, and I will say this again for your benefit, Mr. Secretary, the 
Chinese government has Catholic bishops under house arrest. The 
Chinese government in connection to Huawei, the People’s Libera- 
tion Army has Protestant pastors, Protestant house pastors in jail. 
They have the 2010 Nobel Prize winner, Liu Xiaobo, in jail. They 
would not allow him to go to Oslo to pick up the award, nor would 
they let his wife go. Based on the policies of the Chinese govern- 
ment and the People’s Liberation Army and the connection to 
Huawei, too — we have to keep that in mind all the time — if you 
have been reading the news, and I know you are from the West 
Coast, there have been a number of Chinese Buddhist monks and 
nuns who have — Tibetan Buddhist monks and nuns who have set 
themselves aflame because of the policies of this government. They 
are spying against us in a very aggressive manner. Could I ask 
you, have you been out to get the FBI briefing with regard to the 
cyber attacks that the Chinese government and others are doing 
against our government? 

Secretary Bryson. We have reached out to the FBI. We do not 
yet have the interview from the FBI, so we have not yet met with 
the FBI. We trust that will happen very soon. 

Mr. Wolf. Well, if you could, and the staff could follow up and 
help and do whatever, but I think the earlier you do it 

Secretary Bryson. Thank you. 

Mr. Wolf. This is an important issue. If you could get let the 
other members of the Cabinet know, because Huawei has now re- 
tained, I understand, several former Members of Congress to lobby 
for them. And again, there is the Simon and Garfunkel song “The 
Boxer,” that says “a man hears what he wants to hear and dis- 
regards the rest.” We cannot disregard the fundamental connection 
of what Huawei is doing and who they are connected with in the 
Chinese government and the activities of the Chinese government. 

And lastly, there was a lot of news last week when George 
Clooney, to his credit, went to South Sudan. I was in South Sudan 
in the refugee camp in Yida. The Chinese government, the People’s 
Liberation Army, connected to Huawei, are putting Chinese rockets 
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that go 100 kilometers and are killing people. And we interviewed 
the people coming out, coming out of the Nuba Mountains, and 
they said they were being targeted because of the color of their 
skin. 

So when someone up here comes out and says that they are a 
lobbyist for Huawei and anybody approaches this Administration 
as a lobbyist for Huawei, go back and look at the press reports that 
George Clooney had. And I was in that camp several days before 
George Clooney, and I commend George Clooney personally for 
being so involved in doing what he did. And the other members of 
the Congress and Jim McGovern and others have been very, very 
active. Keep in mind we cannot forget the rest of the story. Huawei 
is connected to the People’s Liberation Army, Huawei is connected 
to the Chinese government, Huawei is connected indirectly and di- 
rectly in some — to all the atrocities that are taking place. So if you 
can let the other members of the Cabinet know, and I appreciate 
the fact that Congress has been very aggressive. I would appreciate 
that very much. 

Secretary Bryson. Thank you. And I appreciate your expanding. 
I didn’t know the Sudan situation. But I will definitely reach out 
across the Cabinet. 

Mr. Wolf. The People’s Liberation Army in connection to the 
Chinese government when President Bashir, who is an indicted 
war criminal, indicted war criminal for atrocities, crimes against 
humanity, visited China several months ago, they rolled out the 
red carpet for him. Here he is an indicted war criminal, and they 
still welcome him. So if you can do that, I would appreciate it. 

Secretary Bryson. Yes. 

Mr. Wolf. The fiscal year 2012 Appropriations Act included a 
number of reporting requirements. 

And that is important, too, because I saw that the President met 
with George Clooney. So there is no breakdown, I think it is impor- 
tant that the White House understand the whole Huawei connec- 
tion so that this company does not hire Washington lawyers and 
lobbyists and people plugged in to begin to approach the White 
House to bypass the good work that you are going to be doing with 
regard to Huawei and go around you by going into the White 
House. Because as you can remind the White House, when the 
President met with George Clooney in essence on this issue, that 
is the connectivity to the whole Huawei issue. 

Secretary Bryson. Yes, thank you. And I do know actually first- 
hand that at least key people in the White House are very familiar 
with the Huawei challenge. 

REPATRIATION TASK FORCE 

Mr. Wolf. Great. Thank you. The fiscal year 2012 Appropria- 
tions Act included a number of reporting requirements regarding 
manufacturing and repatriation. The committee directed you to es- 
tablish a task force to examine incentives and other activities need- 
ed to encourage U.S. companies to bring their manufacturing, re- 
search and development activities back to the United States. We 
asked the Department to undertake a number of activities with re- 
spect to manufacturing and job repatriation. We want to do every- 
thing we can to bring those jobs back. Has the task force met yet? 
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Secretary Bryson. Yes. Let me make sure. I am getting it right 
I think. But the Commerce task force is what we are talking about? 

Mr. Wolf. Yes. The task force that the Committee directed you 
to establish to examine incentives, have they met yet? 

Secretary Bryson. Yes, yes, they have. 

Mr. Wolf. Can you furnish to the Committee who serves on that 
task force? 

Secretary Bryson. Yes, we can do that. 

Mr. Wolf. And can you tell us what their plans are, when they 
want to meet? Maybe we might want to have somebody from the 
staff to go to one of the meetings just to see. 

Secretary Bryson. Yes, we can certainly do that. 

[The information follows:] 

Progress on Repatriation Initiatives 

We would be happy to report periodically to your staff on the progress we are 
making on the various repatriation initiatives. 

Mr. Wolf. Has it outlined any strategies or the number of firms 
that it will contact? 

Secretary Bryson. The number of firms that it will contact. On 
exactly that, I will have to get back to you. I can give you what 
the task force is working on now. The specifics of the number of 
firms, I would have to get back to you on. 

[The information follows:] 

Clarifications for the Record 
number of firms participating in task force 

Given this is a new initiative, it is not possible to estimate the number of firms 
we will work with — we just do not know the demand. 

AMERICAN MANUFACTURING AND JOB REPATRIATION TASK FORCE 

The Jobs Repatriation Task Force met as part of the Commerce Department’s 
Manufacturing Task meetings as Mr. Wolfs interests were manufacturing specific 
(although longer term, this activity is closer aligned to the SelectUSA/Investment 
task force). Meetings occurred on a weekly basis, with a couple of exceptions, begin- 
ning February 16. The group prepared the attached report that outlines our initia- 
tives going forward. This report has been delivered to Mr. Wolf. Meetings of the 
Task Force have been shifted to monthly as the report is written and activities are 
underway. The last meeting of the group was a teleconference on March 29 to re- 
view progress of the initiatives outlined in the report. Agencies represented include 
NIST, EDA, ESA, and ITA (SelectUSA). 

Mr. Wolf. Has the Secretary of Treasury been consulted or has 
the Ways and Means Committee been consulted about this because 
there may be some tax issues involved, tax credits to companies? 
What we talk about is to give incentives to companies. And EDA 
has now been given the ability to take some of the grants and use 
it as an incentive to a locality, an EDA administrator, somewhere, 
wherever they may be, whether Kentucky, Virginia, Texas, Penn- 
sylvania, to use a tax credit, if you will, to incentivize to bring a 
company back. If you may have seen the New York Times piece 3 
or 4 months ago, it said the President met with Steve Jobs. He said 
to Steve Jobs, “how do we bring back the jobs?” And Steve Jobs 
said it cannot be done. We want to see how we can. Because if you 
have an iPhone that is made in China, iPod made in China, iPad 
made in China. So have there been or had there been any talk to 
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the Ways and Means Committee with regard to tax credits or ideas 
with regard to that? 

Secretary Bryson. I met with the Ways and Means Committee, 
with Ron Kirk, and with the Secretary of the Treasury, Secretary 
Geithner, about 3 weeks ago, and we covered a whole range of 
issues, by the way, including the tax issues. 

Mr. Wolf. Have you developed a “best practices guide,” for 
States and local communities to use to grow their manufacturing 
base so that they are able to go and see, what are the best prac- 
tices? Have you developed that yet? 

[Clerk’s note. — Attached is an excerpt from the Department of 
Commerce March 19, 2012 report to the Committee on Appropria- 
tions regarding the establishment of a Repatriation Task Force, im- 
plementation of the Jobs Repatriation Initiative and status of the 
Online Calculator. These activities are pursuant to the House Re- 
port accompanying the Consolidated and Further Continuing Ap- 
propriations Act, 2012 (P.L. 112-55). 

Disseminating Information and Best Practiees — The Federal Government has a 
very important role to play in disseminating information and best practices and has 
been very active in fostering the resurgence of U.S. manufacturing. Following are 
some of the activities that the Bureaus active on the Repatriation Task Force will 
be supporting in coming months: 

Economie Development Administration (EDA). — EDA is partnering with Georgia 
Tech Research Corporation to support an examination of best practices in promoting 
exports and attracting foreign direct investment. This study is underway and is ex- 
pected to be ready in summer of 2013. 

EDA is also partnering with the Institute for Strategy and Competitiveness at 
Harvard Business School on the development of a U.S. Cluster Mapping Web site, 
a new tool that can assist innovators and small business in creating jobs and spur- 
ring regional economic growth. A beta version of the site was recently launched and 
provides cluster initiatives and other economic development organizations an oppor- 
tunity to register in a national database. The registry allows registrants and observ- 
ers to showcase their cluster initiative data to a wider public, search for appropriate 
partners across the nation and support best practices through stronger data on in- 
dustry relationships. The site will also provide free access to a rich database on the 
profile and performance of clusters and regional economies. 

Over time, the site will add a range of further functionalities, including geo- 
graphic maps of cluster initiatives, data on regional business environments, and 
tools on the use of cluster data and concepts in economic development practice. It 
will provide users with multiple opportunities to upload their own data and conduct 
analysis based on their particular needs. The cluster registry will evolve towards a 
tiered structure, with specific criteria on data availability, underlying cluster 
strength, and other performance indicators differentiating between the tiers. This 
will provide effective information for firms and cluster initiatives looking for quali- 
fied partners and help federal, state, and local government agencies in their work 
in support of cluster development. 

EDA will soon begin work on the National Excess Manufacturing Capacity Cata- 
log, to be developed by the University of Michigan and the Center for Automotive 
Research, which will serve as a solution to the problem of creating demand for the 
reuse of empty and underutilized manufacturing facilities in the U.S. The project 
will catalog the inventory and assets of the facilities and develop a portal for access 
to the inventory that will precisely match demand by companies to the excess manu- 
facturing capacity supply with companies that have the need for advanced manufac- 
turing facilities. The project is expected to begin in the spring of 2012. 

National Institute for Standards and Technology ! Manufacturing Extension Part- 
nership (NIST I MEP). — NIST MEP will continue our earlier efforts to address the 
needs of companies considering re-shoring. A critical piece in considering manufac- 
turing location is the availability and technical capability of suppliers, the “supply 
chain” factor. Companies considering moving operations must consider the avail- 
ability of local suppliers, infrastructure resources, and a skilled workforce in order 
to meiximize the economic advantages of a location. Responding to supply chain 
needs, NIST MEP plans to build upon our earlier work with the Departments of En- 
ergy, Transportation, and Defense supporting “Buy American” legislation. NIST 
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MEP has identified domestic manufacturing resources for products that were consid- 
ered unavailable in many previous waiver request reviews. Leveraging our ability 
to connect resources using the National Innovation Marketplace (NIM) electronic 
databases and the NIST MEP partnership network of manufacturing field staff net- 
work to accelerate these business connections has resulted in more domestic manu- 
facturers participating in new supply chain opportunities. As an example of MEP’s 
outreach efforts to manufacturers in two collaborative forums with the Department 
of Transportation in February 2012, over 300 suppliers and 10 larger equipment 
manufacturers met to discuss supply chain needs related to future rail procure- 
ments. NIST MEP has also engaged over 1,000 manufacturers in the past year 
through its innovation engineering educational events. NIST MEP believes that 
based on these efforts and the combined collaboration with our agency partners, we 
can provide repatriation information to over 5,000 manufacturers in the next year. 

Supporting the workforce needs, NIST MEP is developing a talent-centric solution 
supportive of a firm’s future strategic business plan considering workforce develop- 
ment as a necessary element to achieving the company-wide strategies. This would 
include the ability for existing firms to pursue new products and new markets there- 
by meiximizing the domestic supply chain competitiveness relative to the re-shoring 
considerations of larger companies. 

International Trade Administration (ITA ). — ITA is seeking an increase in funds 
for FY 2013 to develop the next generation ofExport.gov (Export.gov 2.0), which will 
integrate into a single web platform all export-related content and contacts across 
the 20 Federal government Trade Promotion Coordinating Committee (TPCC) agen- 
cies. The platform will enable ITA to greatly increase the number of companies it 
assists and equip U.S. firms with a comprehensive suite of exporting resources from 
across the U.S. Government. This investment will provide the technology and orga- 
nizational foundation so that ITA can seamlessly deliver content and services dy- 
namically to the BusinessUSA.gov platform. This innovative approach will help the 
SelectUSA program assist firms looking to repatriate jobs to the United States, as 
well as assist foreign firms looking to invest here.] 

Secretary Bryson. We are moving that along. So we, coming out 
of the tax provisions of the extension of the payroll tax, referred to 
sometimes as the middle class tax, that extension, as you know, 
provided some additional funding on spectrum to our Department. 
And allocation of those funds will enhance our ability to reach out 
to States in building the broadband spectrum capabilities, and we 
are under way with that. We are not far down the path. But work- 
ing more effectively with the States with that additional support 
will be part of what we are doing there. 

Mr. Wolf. Okay. One last question on this area. We asked you 
to develop an online calculator 

Secretary Bryson. Yes. 

Mr. Wolf [continuing]. To help companies more accurately com- 
pute potential costs. Have you done that? 

Secretary Bryson. Yes. We are underway with that. And I can 
give you a description of where we are if you would like that, or 
we can provide that to you beyond this. 

Mr. Wolf. Yes, if you can provide it for the record. But if you 
could tell us, we can find out, and then you can keep us posted. 

Secretary Bryson. I can readily do that and will do that, or if 
you would like more detail in the course of these questions, I can 
provide some of that. 

[Clerk’s note. — Attached is an excerpt from the Department of 
Commerce March 19, 2012 report to the Committee on Appropria- 
tions regarding the establishment of a Repatriation Task Force, im- 
plementation of the Jobs Repatriation Initiative and status of the 
Online Calculator. These activities are pursuant to the House Re- 
port accompanying the Consolidated and Further Continuing Ap- 
propriations Act, 2012 (P.L. 112-55). 
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Online Cost of-Doing Business Calculator — In its 2012 appropriations bill, the De- 
partment of Commerce has been tasked to provide “an online calculator that firms 
may use to determine ‘hidden costs’ of offshore manufacturing, e.g. shipping costs 
and other factors, so that companies would be aware of the total cost of manufac- 
turing overseas.” The Economics and Statistics Administration (ESA) has heen as- 
signed to lead this project within Commerce. Interest in such a calculator cuts 
across the business sector and many government agencies. ESA already has had ini- 
tial contacts with the NIST/MEP, CommerceConnect, SelectUSA within the ITA, the 
EDA, other government agencies, academics, and industry associations. These initial 
consultations have focused on both the content of the calculator and the develop- 
ment of a user-friendly, widely available Internet accessible tool. 

Lower labor cost is usually a principal factor leading U.S. firms to move their op- 
erations abroad. Yet, many firms do not take into consideration all the costs associ- 
ated with such a move, such as higher transportation costs and costs from carrying 
extra inventory, and also particularly the less obvious or “hidden” costs arising from 
transportation, extra inventory, extra personnel, supply or supplier instability, polit- 
ical instability, and intellectual property loss. A complete accounting of these the 
full costs will better inform businesses when making decisions regarding locating 
manufacturing or locating service industries abroad. The calculator that the Depart- 
ment will provide aims to include a comprehensive list of costs associated with over- 
seas operations. To outline and quantify these costs, the calculator will leverage ex- 
isting resources and efforts, including the World Bank’s “Doing Business” databases 
(www.doingbusiness.org) and the “Total Cost of Ownership Estimator,” (TCO esti- 
mator) developed by the Reshoring Initiative (http://www.reshorenow.org). 

ESA’s goal is to provide by the end of 2012 an accurate, user-friendly tool that 
allows businesses to estimate specific costs. NIST MEP will work with ESA to pro- 
vide the tools and information needed to inform companies of the total costs to 
produce abroad relative to domestic production so that the full picture is available 
to companies considering U.S. manufacturing locations. NIST MEP will provide 
feedback directly from our interactions with manufacturers to continuously improve 
the relocation resources available. On average, the NIST MEP program reaches 
30,000 manufacturers per year through our national partnership network of manu- 
facturing extension field staff. 

It will also be important for the calculator to reflect the holistic approach followed 
by SelectUSA in gauging the advantages of locating in the United States relative 
to other locations, although this approach would likely include costs that could only 
be assessed qualitatively. One common thread between both MEP and SelectUSA 
is their close relationship with economic development authorities. It would be imper- 
ative for the Department to make the calculator easily available to economic devel- 
opment authorities and other local entities that could both direct users to the calcu- 
lator and guide them in using it. One option we are exploring to facilitate this is 
to make the calculator a web widget, which could then be installed on web pages 
in various Department of Commerce websites as well as on websites of the Depart- 
ment’s local partners.] 

Mr. Wolf. Have any companies approached the Commerce De- 
partment or EDA about how they may use this new authority that 
you currently have? 

Secretary Bryson. Let me give a response to your question this 
way, and then if it is not complete, please come back to me. So we 
are under way, as you say, with the EDA incentive already. So 
EDA has an initiative out right now. And one of the criteria for the 
EDA award of the outstanding grant will be repatriation. 

Mr. Wolf. Okay. When did that go out? 

Secretary Bryson. That has been out sometime in the last 2 or 
3 weeks approximately, but I can give you a more precise answer 
and will do that for your Committee staff and in writing. 

Mr. Wolf. Okay. Thank you. 

Mr. Fattah. 


moving the economy forward 
Mr. Fattah. Thank you. 
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Mr. Secretary, so the Administration over the last 3 years has 
been involved in a lot of activities. You have seen now, as we have 
stated, some 24 months of job growth, some 4 million jobs in the 
private sector. You have got the payroll tax extension in place. You 
have — you are already ahead of the curve on the export initiative. 
Where is the next focus for you? I know you come out of an energy 
background. We see now the European Energy Alliance say that 
they need to become better prepared to compete with us on these 
renewables. China is moving aggressively on renewables. Do you 
see energy as the next step along this road to continue to move the 
recovery along now with the reassurances on the street, you know, 
oil has dropped some $2 already today. 

But I would like to know, going forward, beyond the counting of 
the paper clips here, where is the big — where is the next two or 
three things that you see that you need to get done to help move 
this economy forward? 

Secretary Bryson. In general, yes, my background is in energy. 
In most respects, I defer to the Secretary of Energy with respect 
to energy issues. But on the question you ask, I think that the ap- 
proach that is being taken by the President and this administra- 
tion, which is across the board in the energy area, that is moving 
to greater, greater capacity to provide the energy here in the 
United States from U.S. sources and from North American sources 
in each of these categories, is a huge source of strength for us. 

So one of the things as you know that has happened is natural 
gas prices have come down very, very sharply. That is a big plus 
for our country. When natural gas is produced, oil can be produced 
as well. So we have more indigenous oil now here in the U.S. So 
we are becoming less reliant on the Mideast oil sources and more 
self independent. That is critically important. 

With regard to clean energy sources, I think that is very impor- 
tant and a significant part of the future. That will take a longer 
period of time. And what natural gas is providing us now is both 
to a degree disincentives for those that have been investing in 
clean energy because natural gas prices are so low. But that buys 
us time to be yet stronger in the technologies that reduce the cost. 
Because over the longer term, being able to rely significantly on 
broad bases of clean energy sources is another way to be self-suffi- 
cient. 


MANUFACTURING 

Mr. Eattah. Well, I want to go to my next question, but I want 
to thank the Administration for moving forward on the two nuclear 
plants because we have not built a nuclear plant in 30 years, and 
this is a source of clean energy, and I want to applaud the Admin- 
istration. 

Let’s go to manufacturing. I have made the Manufacturing Ex- 
tension Partnership program, as you know, my number one priority 
in terms of assisting in this manufacturing space. It works with 
thousands of manufacturers all over the country, helping them 
solve real everyday problems. And I want to commend the Depart- 
ment. I want to thank the Chairman who has worked hand-in-hand 
with me in making sure that we provide additional resources to the 
Manufacturing Extension Partnership program because it really is 
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helping actual people who are making things here in America, 
thousands and thousands of manufacturers. And so I am glad to 
see that the President’s request and your request are to continue 
to put resources in that direction. 

We supplied some additional dollars for something called the Na- 
tional Innovation Marketplace, which is headquartered in your 
shop, which is focused on connecting up manufacturers with real 
opportunities at the Federal level in energy and in defense and so 
on. And that work is going quite well. And I want to thank your 
team for the work that is being done there. 

But there is a lot more for us to do. And the Chairman is correct 
to say that we have a lot of opportunity in this space. We need to 
find ways to work, not just with the Commerce Department, but 
across the continuum of incentives to attract people to build plants 
here and to make products here. I have some legislation that would 
have us take Federally funded research that leads to new widgets 
to require that the widgets be made and manufactured here in 
America. So we have a lot of Federally funded research. I am a big 
proponent; I think everybody up here is a proponent of Federally 
funded research. And it has really helped us with our quality of 
life. But we should not be taxing Americans coming up with new 
ideas and having those products made anywhere else. Those prod- 
ucts should be made here. And we should require in the licensing 
or the utilization of this information that we require that they be 
manufactured here. 

So I think there is more work for us to do as a government to 
try to promote manufacturing beyond what you are doing. I think 
advanced manufacturing is great for the high-end team, the 
Boeings and the UTCs, but these small manufacturers make up the 
bulk of where the opportunity exists and also in this whole inven- 
tion and patent area and Federally funded research and making 
sure that those products are made here. So I would be interested 
in your response to that. 

Secretary Bryson. Mr. Congressman, you have covered a wide 
range of very, very important points. Let me try to give a brief re- 
sponse. With regard to the Manufacturing Extension Partnership, 
that is a really excellent program. And it does reach out effectively, 
practically, to small manufacturers and larger manufacturers. And 
in a budget in which we have taken the view these are tough 
times, we have to make tough choices on allocations of our dollars, 
and we have eliminated 18 programs altogether, tremendous cuts 
in other programs, so that we got down to the point at which what 
we are doing we believe is only the highest priority and most es- 
sential programs we have. 

As you know, we did not reduce at all funding available to the 
Manufacturing Extension Partnership Centers. With regard to the 
broader point about, you quoted me at the outset of your remarks, 
became a mantra for me and a mantra for the Commerce Depart- 
ment, build it here, sell it everywhere; we are still in a world in 
which only 1 percent of our U.S. businesses sell outside the coun- 
try. And in a global economy, we have to take that further. And 
that is our task. And we are working in every way to extend and 
make more possible and less costly for small manufacturers to do 
that. 
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[The information follows:] 

Clarification for the Record 

NIST MANUFACTURING EXTENSION PARTNERSHIP 

The Secretary’s comment that . . we did not reduce at all the manufacturing 
extension partnership” is not factually correct. The FY 2013 Budget reduced MEP 
by $443K and is reflected in the FY13 terminations and reductions summary in the 
Congressional Justification. However, the $443K reduction does not affect the 
amount of grants/cooperative agreements that go to the MEP Centers. The reduction 
was taken elsewhere within the MEP budget. The Department suggests the fol- 
lowing alternative: “As you know we did not reduce at all funding available to the 
Manufacturing Extension Partnership Centers.” 

Mr. Fattah. Thank you. 

Mr. Wolf. Mr. Rogers, then Mr. Dicks. 

CHINA 

Mr. Rogers. Thank you, Mr. Chairman. 

Let me talk to you about China. And I like your slogan: build it 
here; sell it everywhere. But the problem is China. Everything we 
buy seems like anymore is made in China. And we have lost mil- 
lions of jobs because I think, and I think probably you agree, that 
the China currency is extremely undervalued. Since 1994, the Chi- 
nese government has consistently sought to undervalue its cur- 
rency. I think the biggest contributor to our annual trade deficits 
with China and with the world is the China effort to undercut our 
products. The result has been the cheap Chinese exports, more ex- 
pensive U.S. exports, an imbalance which has proved extremely 
detrimental to our manufacturing sectors. 

The 2011 U.S. trade deficit with China, $272 billion in just a 
year, second largest in history. According to a 2011 Economic Pol- 
icy Institute report, the growth in the U.S. trade deficit with China 
displaced 2.8 million jobs between 2001 and 2010 alone. Now they 
announced in 2005 that their exchange rate would become adjust- 
able, “based on market supply and demand.” 

But then China Central Bank insisted that reforms be done in 
a gradual way. And from 2005 to 2008, the exchange rate appre- 
ciated by 21 percent. But once the effects of the global economic cri- 
sis became apparent in 2008, China stopped the appreciation of the 
RMB in an effort to help Chinese industries dependent on trade. 
From 2008 to 2010, they kept their exchange rate relatively con- 
stant at 6.3 to the dollar. And while China resumed appreciation 
of the RMB in 2010, many of our officials criticized that the pace 
was too slow, especially given China’s strong economic growth over 
the past few years. 

Now, in addition to their manipulation of the currency rate to 
their extreme advantage, the Chinese government subsidizes their 
industries, significant subsidies, very harmful to our producers. 
Competing with one hand tied behind their back by regulations 
here at home and a tax rate that is not conducive combined with 
the subsidization by the Chinese government of their industries is 
an unfair, unwinnable competition. There is no way we can win 
doing this. 

For example, Chinese production of steel between 2000 and 2005 
grew by 175 percent from 126 million tons to 348 million tons. That 
tremendous growth reflects the government policy there to funnel 
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resources into the steel industry, particularly by way of cash grants 
and preferential loans, in clear violation of both its WTO commit- 
ments and free market principles. 

I guess my question is, what are we going to do about this? This 
is a cancer that is eating at our economy and is undermining our 
economy, and there is no way we can compete with a government 
that size manipulating the currency and preventing our home in- 
dustries from being able to sell everywhere, as you would like to 
do. What do you think? 

Secretary Bryson. I think there is just no question but that we 
need to greatly intensify our insistence on compliance with trade 
laws. So China, and we played a significant role 10 years ago in 
bringing China into the World Trade Organization, there was a set 
of commitments made around bringing China into the World Trade 
Organization. It is China’s responsibility to fully comply with the 
commitments then made. They do not consistently comply with 
those commitments. As you indicate, they subsidize and subsidize 
contrary to the requirements of the law frequently, subsidize in 
ways that undermine U.S. businesses and take jobs away from U.S. 
businesses in many categories. 

We now have this additional step at the Federal Government 
level. The Commerce Department has critical priority, first priority 
responsibility in those areas. We take that very, very seriously. We 
now will also provide resources and support for what is called 
ITEC, which is the White House base bringing together the Federal 
Government across the entire government for enforcement of the 
trade laws, and we have to do that with substantially greater force. 
And that is going forth right now. 

Mr. Rogers. Well, I am glad to hear that something is going for- 
ward. I have seen no results. You have got a weapon, a bunch of 
weapons, and we have not used them: the countervailing duty, that 
is plain and simple and true and will get directly at the problem. 
If we put a countervailing duty on Chinese imports into the coun- 
try, based upon unfair trade practices that violate the World Trade 
Organization laws and rules, clearly, there is hardly a dispute 
about that, and yet we have not used the weapon that we have in 
hand. And it is getting pretty late because the trade deficit is ex- 
ploding yet. And we now see the Chinese government using those 
surplus monies that they generate from unfair trade practices to 
begin to corner the markets around the world and all sorts of 
things, and here we sit idly by. What do you think about using this 
weapon that we have? 

Secretary Bryson. It is essential that we use this tool. We have 
used this tool. We need to use it yet further and more intensely. 
But I want to give a special expression of appreciation to all of you 
Members of the Congress that acted at our request in a hugely in- 
tense exercise when the U.S. Court of Appeals for the Federal Cir- 
cuit, that is basically the court for trade actions, in a case called 
GPX, the key case took away 24 critical countervailing duty orders 
we had imposed, and made them invalid. And we came to the Con- 
gress, this came to the Congress, and there was this action taken 
2 weeks ago that put all that back into full operation and effect 
and with no qualifications forever more. So that involved, 22 of 
those were from China of the 24. Those affected 37 States in the 
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country. They affected tens of thousands of employees around the 
United States. So those are things that have been done in the past. 
But I am not disagreeing; I agree that we need to do yet more. And 
there will he, it has been announced. I cannot speak to it at all, 
but there will be another determination made at the Commerce De- 
partment by the end of the day today. 

Mr. Rogers. Good. Well, I am glad to hear that. 

Mr. Chairman, let me briefly, if I may. 

Mr. Wolf. Sure. 


DISASTER RELIEF 

Mr. Rogers. Let me ask quickly about a parochial problem. We 
had a terrible disaster in my district and my State two weekends 
ago. Tornadoes ripped through the whole State, particularly in my 
district. I lost 18 people in just my district, with hundreds hospital- 
ized, hundreds are homeless, although they are being taken care of 
by their neighbors and friends. It is a terrible disaster, particularly 
the town of West Liberty, which was wiped out. And I was talking 
to a lady last night who had a business there but no insurance 
against this loss. And she said, SBA came to me and said if I want- 
ed a loan. She says, I have no resources, I have no way to repay 
a loan. 

So I am asking you, are EDA and other agencies within the Com- 
merce Department capable and equipped and focused on disaster 
relief in the most extreme circumstances, and I am asking you if 
you would ask them to pay attention to the problems of that, par- 
ticularly — well, there are several counties, but that whole region 
was ravaged by these storms. 

Secretary Bryson. I will look into this. Congressman, and have 
someone get back to you within the next two days at the most. 

Mr. Rogers. Thank you very much. 

That town of West Liberty, town of a few thousand, the entire 
downtown business section wiped out. There is not a single busi- 
ness that is left standing after that storm. And I worry about the 
future of the entire community and others. Thank you. 

Thank you, Mr. Secretary. 

[The information follows:] 

Matt Erskine, Acting Assistant Secretary of Commerce for Economic Develop- 
ment, met with Mr. Rogers on June 19th to discuss what EDA could do to assist 
the City of West Liberty. This request was made through his LD, Megan O’Donnell. 
He requested that we give consideration to the plight of the folks in his state, and 
in particular. West Liberty. 

Mr. Wolf. Mr. Dicks, then Mr. Bonner. 

CYBERSECURITY 

Mr. Dicks. We mentioned — I mentioned cybersecurity previously. 
What can you tell us about the recent cybersecurity problems af- 
fecting the EDA? What improvements are being made to strength- 
en the Department’s information technology posture to ensure the 
Department’s systems remain safe and that these threats do not 
disrupt the Department’s work in the future? 

Secretary Bryson. Yes. EDA was hit. We believe it was a cyber 
attack of some kind. It has now been about two months since that 
occurred, and we have all of the resources available in the Federal 
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government working to identify what the attack was, what its sig- 
nificance was, where it came from. We don’t have all of that. We 
are putting EDA back together in communications capabilities by 
combining it with the Census Bureau that has high capabilities 
within the Department of Commerce. But U.S.-CERT is focused on 
this. I regret, Mr. Congressman, that we don’t know more than 
that yet. 

Mr. Dicks. That worries me. You know, you have General Alex- 
ander and the Defense Department, and they are doing their thing 
on the dot-mil. But on dot-com or dot-gov, it is up to Homeland Se- 
curity and the other departments to strengthen the other side of 
the government. And there is a lot of apprehension — I just want to 
be candid here. There is a lot of apprehension on the Hill that, on 
the dot-gov side of the thing, we are not doing as well as we need 
to. 

And the other part of this is that Homeland Security also has ju- 
risdiction over the private sector, private infrastructure. You are a 
business person. You know and understand the vulnerabilities of 
utilities and financial institutions and what that could mean in a 
conflict with the Chinese or whomever. 

I mean, again, don’t we have to do more here and be better pre- 
pared to defend ourselves? I am told sometimes businesses don’t 
even know that they have been infected by this malicious malware 
and that the EBI comes in and tells them. I don’t know how the 
EBI finds out, but they do somehow. 

You are a private-sector person. What is your take on this? Can 
you give us any hope that the government is paying any attention 
to this? 

Secretary Bryson. I can certainly give you the sense that the 
government is paying attention to this. I would say that I have a 
meeting as much as at least once a week with key people in the 
Eederal government across many dimensions of the Eederal govern- 
ment with respect to cybersecurity, the challenge, the risks that it 
presents to us. 

As you suggest, there are very, very large numbers of these cyber 
attacks. They occur across the private sector as well as the public 
sector. Often, in the private sector, they are not reported for var- 
ious reasons. Some of them, as you suggest, are cases where they 
are not even known to have taken place. This is a critically impor- 
tant priority. 

Mr. Dicks. Should we require them to be reported from the pri- 
vate sector? I know that the private sector gets very nervous about 
this, but there is concern. I have concern that maybe stockholders 
wouldn’t know that a company has lost some of its intellectual 
property and whether the SEC should step into this and require 
that when companies are hit and lose something, that they should 
have to report it. I mean, this is pretty fundamental. 

Secretary Bryson. Mr. Congressman, I think there is merit, ab- 
solutely. Because if we don’t know that these have taken place, our 
ability to act as quickly and with as much information as we need 
is somewhat handicapped at least and maybe more than just a lit- 
tle handicapped. 

Mr. Dicks. I think up here there is a lot of frustration about how 
do we respond to this. Talk about an asymmetrical threat to the 
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United States when you can’t even tell sometimes where these at- 
tacks are coming from and you can use devious means to protect 
where they were initiated. Or you can go out and hire Anonymous 
or Hackers International to come in and do the work for you. 

I mean, this could be devastating. It is already estimated to be 
a trillion dollars a year. This could have a devastating effect on the 
economy if we don’t do something. 

The impression we get up here is this is kind of going along, and 
there is the Lieberman legislation. But I don’t get a sense of ur- 
gency. I hope you go back and take that to your colleagues. I mean, 
the American people expect us to be doing more about this issue. 

Secretary Bryson. I just want to confirm, yes, absolutely, I con- 
cur. I agree with you. There is huge urgency and must be huge ur- 
gency with respect to that. 


SATELLITES 


Mr. Dicks. Good. 

On DSCOVR, you know, we just saw evidence of the solar erup- 
tion, and I am told that this satellite, it was put in storage because 
somehow it had something to do with A1 Gore. That was done by 
the previous Administration. Now they are going to bring it out of 
storage. This seems to me — because it affects GPS, power grids, 
radio — we ought to get this satellite up there. Can you do it by cut- 
ting $6.9 million or 23 percent of the money from the Deep Space 
Climate Observatory, or DSCOVR, satellite? Are you aware of this? 

Secretary Bryson. Mr. Congressman, I am not sure that I know 
the specific case. 

Mr. Dicks. Let me give you a little help here. 

Secretary Bryson. Yes. 

Mr. Dicks. Forecasters are dependent on a single and aged buoy 
in space to serve as an early warning system for solar storms head- 
ed towards Earth. A replacement for NASA’s Advanced Composi- 
tion Explorer, or ACE — we used to have some of those ACEs over 
in the Defense Department, by the way — the ACE satellite replace- 
ment is at least two years away. Solar storms can disrupt GPS, 
radio, and satellite communications. This satellite, nicknamed 
ACE, provides the only advanced notice of incoming high-energy 
particles from the sun, and it is dangerously old. Every time a 
giant solar storm like the one that blasted by Earth earlier this 
week rushes past NASA’s Advanced Composition Explorer satellite, 
scientists at NOAA’s space weather forecasting branch cringe. The 
satellite named ACE provides the only advanced notice of incoming 
high-energy particles from the sun, which can wreak havoc on 
radio, GPS, and satellite communications that are now embedded 
in modern life. 

So if we only have one of these things, and this seems to me to 
be a serious problem, that maybe it should be treated with a little 
more urgency. Maybe Congress is going to have to put this money 
back in, if it is in fact that urgent. 

Secretary Bryson. I have just been advised, and I regret that I 
didn’t have an immediate response, nor know this very well, but, 
with respect to the DSCOVR satellite, the brief note I have is, yes, 
and that we are on schedule with respect to that. But what I will 
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want to do is give you more complete information, and we will get 
that to your office promptly. 

Mr. Dicks. Thank you, Mr. Secretary. We appreciate that. 

Thank you, Mr. Chairman. 

Mr. Wolf. Mr. Bonner. 


NATIONAL DEBT 

Mr. Bonner. Thank you, Mr. Chairman. 

Mr. Secretary, I am Jo Bonner from Alabama. It is good to have 
you here. 

I am going to start off — and I rarely like to quote the national 
news media, but CBS reported that the national debt has now in- 
creased more during President Obama’s three years and two 
months in office than it did during the eight years of the George 
W. Bush presidency. The debt rose $4,899 trillion during the two 
terms of the Bush presidency. It has now gone up $4,939 trillion 
since President Obama took office. The latest posting from the Bu- 
reau of Public Debt at the Treasury Department shows that the na- 
tional debt now stands at $15.56 trillion. It was at $10.6 trillion 
on President Bush’s last day, which coincided with President 
Obama’s first. 

Here is the most disturbing line in this news report from where 
I sit: “The national debt also now exceeds 100 percent of the Na- 
tion’s gross domestic product, the total value of goods and services.” 

Oftentimes when we have Cabinet secretaries or other distin- 
guished visitors come before this Committee, a lot of times we look 
at the glass and we see it half full or half empty. You were com- 
menting in your testimony about eliminating 18 programs. We 
commend you for that, although I have a question: How many pro- 
grams are there at the Department of Commerce and are there oth- 
ers that could be eliminated? 

And, also, you talked about the 4 million jobs that have been cre- 
ated during this Administration’s watch. So my first question is — 
I would like to get and I don’t expect you to have an answer on 
the number of programs still available for review, but I would like 
to get that for the committee’s benefit. 

[Clerk’s note. — As of press time (December 2012), the Depart- 
ment of Commerce has failed to provide the requested responses.] 

Mr. Bonner. But how serious is the debt issue that we have got 
hanging over our Nation, even as this Committee struggles and 
this Congress struggles with making sure that we don’t cut back 
too much but at the same time we deal with a very serious dark 
cloud that is hanging over our entire country’s economy as well as 
the world economy? 

Secretary Bryson. Yes. First, these are tough times. There is 
just no question. They are tough times. The recession, the deep re- 
cession of 2008, put the entire country into an extremely difficult 
situation with a fractured economy and with a tough set of steps 
moving forward. And jobs were lost, and we remain in a situation 
where people don’t get jobs. That has been the hardest single part 
of it, but it has affected every single business in the country. You 
know those things well. 

The only thing I can say with regard to the Commerce Depart- 
ment is this is what we call tough times and tough choices. So that 
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the budget we have put before you today, including not only the 18 
programs that we have dropped altogether but a wide range of pro- 
grams we have cut substantially, we do those because we believe 
that the Federal debt has to be taken into account, has to be ad- 
dressed. 

So let me give you one figure. We believe that we have to put 
full priority in the satellite programs. So that is the JPSS program 
and the GOES program. Because national security is absolutely at 
stake with our ability to go forward with those satellite programs, 
ensure there is not a meaningful gap, not a large gap beyond target 
dates of 2017 to having the JPSS program up in operations. And 
we have substantially — and I won’t go into further detail on this, 
but we have substantially strengthened our capacity, created new 
people and new models for doing this work. We believe we can get 
that done. 

So we put our resources fully into the satellite program; and all 
of the other cuts, all of the other cuts, $400 million in cuts, we cut 
in order to protect the satellite program and then protect only the 
programs that we believe are the highest-priority essential pro- 
grams that affect the Nation’s welfare deeply. 

So we have done that, we believe, in this program. We think that 
is the approach that needs to be taken. 

BUSINESS REGULATIONS 

Mr. Bonner. Let me rephrase my question. 

Secretary Bryson. Okay. 

Mr. Bonner. We are just going to set aside the debt issue and 
the priorities of the Department. 

Is the Department doing everything that it can do to help make 
a significant difference in the life of small businesses, medium 
businesses, and large businesses in terms of the regulatory burden 
that the Federal government puts on these men and womens’ 
backs? 

Let me give you an example. SBA, this administration’s SBA, 
came out with a report in 2010 that said the Federal government 
puts an extra $1.7 trillion annually of burden with regulations. 
These are not issues that we debate in Congress. These are applied 
mostly through the administrative government. What is the Com- 
merce Department doing as the champion of free enterprise to help 
lessen the burden on small, medium, and large businesses? 

Secretary Bryson. Yes. You are, in my judgment, absolutely 
right that we need — and let me make sure that I am getting the 
response to your question. You come back to me if I am not. On 
the regulation point and tying that to impacts on small and me- 
dium-sized and large businesses, that is a critical focus of ours. 

My personal experience was being very much affected by regula- 
tion in my years as the CEO of a company, and that was 18 V 2 
years. I am actually very deeply impressed by the approach that 
has been taken by this Administration with regard to regulation. 
And the heart of the regulation commitment in the Federal govern- 
ment now is that we should have no more regulation than health, 
safety, and security the American people require. 
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That has been led by Cass Sunstein, who operates out of the 
White House. He is a very capable guy. I talk with him frequently 
about this. 

So we are in a situation now in which the number of rules re- 
viewed — and maybe you know that the President has required that 
with regard to every Department and now every independent agen- 
cy that there is a presentation made and disclosure made of every 
regulatory step taken. And so what we have been able to do is 
issue significantly fewer regulation rules in these first years of this 
Administration than had been issued in the first three years of the 
prior Administration, and we will keep focusing on that and driving 
that down. 

As you say, I need to be an adamant voice in this Administration 
and with respect to businesses of all those sizes for cutting regula- 
tion to the extent we can possibly do that, and we will stay with 
that. 

Mr. Bonner. Mr. Secretary, according to the Bureau of Labor 
Statistics’ latest data, they say that the number of new business 
start-ups fell last year to the lowest level since 1994. The World 
Bank’s “Doing Business 2012” report now ranks the United States 
as the 13th in the world in the ease of starting a new business, a 
steady decline since 2009. 

Notwithstanding your comments with the conversations you have 
with the gentleman at the White House or what the President’s di- 
rective is, every day, on average, this Administration has saddled 
the economy with 1.71 economically significant rules, almost $273 
million in compliance costs, 223 pages in the Federal Register, and 
over 369,000 hours of paperwork requirements. So I think, at least 
from the position of this Member, from my part of America, we can 
still do more and more needs to be done. 

Do you remember — I know you came on the job in October last 
year. 

Secretary Bryson. Yes. 

Mr. Bonner. Did the Commerce Department have an official po- 
sition on the conflict between the Obama administration’s National 
Labor Relations Board — and I know you also were a member of 
Boeing at one time — and Boeing’s decision as a private company to 
invest in a right-to-work State like South Carolina? Did the Com- 
merce Department have an official position on that dispute? 

Secretary Bryson. I don’t know. I had a position on it. 

Mr. Bonner. What was your position? 

Secretary Bryson. I thought that South Carolina’s step was the 
right thing to do. 

Mr. Bonner. I agree with you, even though I am from Alabama, 
not South Carolina. I believe it was the right thing to do. But I 
think if the Commerce Department did not have a position, it 
should have had one. 

Because, again, we are talking about jobs in America, American 
jobs, an American company making an American investment. It 
just raises a question. If the Department didn’t have one — it might 
have been under the previous Secretary’s watch — ^but it would be 
good to know that going forward under your leadership, when we 
talk about creating jobs in America, it is something that we need 
to make sure that we are all singing off the same page on. 
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TRAVEL AND TOURISM 

Lastly, my last question is, along with Congressman Farr who is 
not here, hut he is a member of this committee, he and I co-chair 
the Congressional Travel and Tourism Caucus. As you know, tour- 
ism and travel are a big part of the American economy. It is not 
just the Disneylands in California or the Disney Worlds in Orlando 
that make up a big part of the industry. Over $700 billion annually 
is contributed to the economy of this country, with over 10 million 
direct and indirect jobs. 

We are working to getting a briefing for congressional and indus- 
try leaders, and we would like to invite you and your staff to work 
with us in making sure that we have some type of face-to-face en- 
gagement at the highest levels at the Department. This is an infor- 
mal invitation to get you to help us that with that engagement. 

Secretary Bryson. Mr. Congressman, we will do that. Travel and 
tourism, as you say, is an extraordinarily important part of our 
economy, and we at the Commerce Department have the Federal 
lead in respect of that, and we have a very strong staff and have 
exactly I believe the right person in mind who is leading this for 
us to work with you and your staff. 

FOREIGN INVESTMENT 

Mr. Bonner. Let me throw one more observation out before I re- 
turn my time to the chairman. 

Talking about jobs — and you mentioned this in your statement, 
that we welcome direct foreign investment in this country. But we 
really need to make sure that we are not saying that just with 
words but with actions, not just at the Commerce Department but 
at other departments in the Federal Government as well in terms 
of tariffs and in terms of other types of sometimes unwelcoming 
gestures about direct foreign investment in this country. 

For instance, in my home State of Alabama, 15 years ago we 
didn’t make a single automobile. Today, we are the fifth largest 
manufacturer of automobiles. Now our friends in Michigan and 
other parts of the country who are legitimately proud of the big 
three American automakers have every reason to be proud of their 
heritage. But when we have a Mercedes Benz that comes from Ala- 
bama and creates 4,500 jobs directly and over 55,000 jobs now are 
tied to the automobile industry in Alabama, or a Hyundai or a 
Honda or a Toyota, it is important that we have a welcoming arm 
and consistent rules and regulations that apply when these compa- 
nies from other countries choose to come here and invest. I would 
hope you agree with that. 

Secretary Bryson. I completely agree with that. As does, by the 
way, the President without any doubt. Because we are deeply, 
deeply committed to — in fact, we have a special program, 
SelectUSA, that we are putting a huge priority on reaching out to 
encourage yet more foreign direct investment here in the United 
States. 

And Alabama, having welcomed Mercedes Benz and those others, 
that is a great thing for us. Those are jobs. That is strengthening 
our economy. I have worked and have met a lot with each of these 
major automobile companies that have their headquarters some- 



35 


where outside the United States but are proud to be here. And it 
is thousands and thousands of jobs. 

Mr. Bonner. Thank you very much. 

Thank you, Mr. Chairman. 

PROGRAM REDUCTIONS 

Mr. Fattah. Mr. Chairman, if you will yield for a second, I want 
to clear up a couple of things that were raised. 

One is that your entire budget request for the Department is 
$7.6 billion? 

Secretary Bryson. Yes. It is close to 8. 

Mr. Fattah. We were talking about whether you should be cut- 
ting more programs and the like. I have some concerns about the 
Weather Service cuts and the like, which we will get into not now 
but as we go down this road over the next few months. 

I want to make it clear to the Committee that we are going to 
spend more in Afghanistan this month than we are spending on 
the entire Commerce Department. We are spending $2 billion a 
week. This notion that we can’t afford to invest in American busi- 
ness or in promoting manufacturing or in our National Weather 
Service or in NIST is nonsense. This is the wealthiest country in 
the world. We can make these investments. It is a matter of the 
political will. 

When the Chairman says that we have had tornadoes hit Ken- 
tucky and we should be responsive, we shouldn’t hesitate to be re- 
sponsive to natural disasters in our country. We are at a 60-year 
low in tax rates. We are spending $2 billion a week. So this month, 
in 4 weeks, we will spend $8 billion in Afghanistan. This is more 
money than your entire budget request. 

I want to be sure that the record is clear that we shouldn’t be 
cutting any programs that are going to affect the health and well- 
being or economic prosperity of American people because we are 
saying we can’t afford it. We can afford it. It is a question of prior- 
ities and where we want to place our priorities. 

BOEING 

The second thing is, I went out and visited Boeing in the Phila- 
delphia plant. A few years ago, they had 2,000 people working. 
They now have over 5,000. They have three shifts and a weekend 
shift. I am going out to Everett. 

And Boeing is operating in dozens and dozens of States. This Ad- 
ministration has given Boeing the largest contract in the history of 
any manufacturer in the country with the tanker deal. It has pro- 
moted and the President has held Boeing’s hand in these foreign 
trade missions, and they have signed deals all over the world. And 
the complaint that was filed on South Carolina wasn’t filed by the 
Administration. It was filed by the parties involved, and it was re- 
solved. 

Mr. Bonner. Would the gentleman yield? 

Mr. Fattah. I just want to finish my point, but I would be glad 
to yield. Because we are talking about a matter that is already set- 
tled. I guess we don’t want to talk about things that are in front 
of us. Go ahead. 
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Mr. Bonner. I was just tiying to get — because the Secretary is 
new to the position but in his prior life had served on the Boeing 
board, I thought he might have a unique perspective. I didn’t know 
whether he knew whether the Department had taken an official po- 
sition. But it was the National Labor Relations Board of this Ad- 
ministration that weighed in against Boeing’s right, as I under- 
stood it, to invest their own money into South Carolina. I am very 
familiar with the tanker contract, because I was trying to get those 
jobs in Alabama and saw it a little bit differently than my friend. 

Mr. Fattah. Reclaiming my time, the administration never took 
a position in the Boeing matter. Just so we are clear, there was an 
action filed before the National Labor Relations Board, and it 
would have been improper for the administration to take a posi- 
tion. And the matter was resolved. 

But the point here, in terms of helping Boeing, there is no Ad- 
ministration that has ever done more. There are hundreds of bil- 
lions of dollars of contracts, not just domestically but worldwide. 

So I just want the record to be clear that, rather than impeding 
Boeing — and the President was just out at the Everett site seeing 
the Dreamliner, which is just a fascinating and magnificent manu- 
facturing feat for Boeing. So I just want the record in this Com- 
mittee to be clear. We want to work together, and we want to make 
sure that we are responsive. 

If we are cutting programs because they are a waste of money, 
that is fine. If we are cutting programs because we no longer need 
them, that is fine. But we should not be cutting programs under 
some notion that we can’t afford them vis-a-vis when we look at 
other choices that we are making as a country. If we can spend $8 
billion a month in Afghanistan, we should not be selling short 
shrift to the economic fortunes of present and future American gen- 
erations in terms of investments in the Commerce Department. 

Thank you, Mr. Chairman. 

Mr. Wolf. Before I recognize Mr. Culberson, I want to comment 
on both of those issues, and I am not getting into a big, big debate. 

On the Boeing issue, I think GE’s Jeff Immelt signed a deal with 
the Chinese to sell avionics technology to the Chinese which will 
be a potential threat, Mr. Eattah, to the Boeing company. Con- 
gressman Eorbes and I have raised this issue. Because Boeing — 
Mr. Eattah is right. Boeing is an important American company and 
exports are very, very important. Are you aware of the avionics 
deal that GE signed with the Chinese? 

Secretary Bryson. I know only from the newspapers. Beyond 
that, no. I have a general sense of it. 

Mr. Wolf. That can be a direct threat to Boeing, and I would 
appreciate if you would take a look at that. 

AFGHANISTAN 

Secondly, if I can ask my friend from Philadelphia, if you can 
help me on something, and I think you will probably agree with 
me. 

Mr. Eattah. I always agree with my Chairman. 

Mr. Wolf. This Committee passed language last year that set up 
the Afghanistan-Pakistan Study Group. I was the author of the 
Iraq Study Group which was the Baker-Hamilton Commission. We 
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then directed and gave the resources to the Secretary of Defense 
to put together five Republicans and five Democrats to look to see, 
on a bipartisan basis, what should be done in Afghanistan. And the 
language has been in law now for I guess 5 or 6 months, and we 
cannot get the Secretary of Defense to move on that. I am not sug- 
gesting that I know what we should absolutely do in Afghanistan, 
but I b^elieve it is time to have fresh eyes on the target. So the gen- 
tleman might want to write the Secretary. 

Mr. Fattah. I will join you in writing the Secretary. 

Mr. Wolf. I have written him eight times. I get no answers back. 
I think I have one answer in seven — and, for the record, I will sub- 
mit all of the letters I have sent to him. And I would appreciate 
if you would look at that. I would ask you to take a look at that, 
too — a little outside of your perspective — ^but with regard to where 
we go in Afghanistan and what we do. 

[The information follows:] 
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I write today oonceming (he U,S. mission in A^hanistan and Paldstan. My 
amendment, which gives Qie secretary of Defense fee authoriQ' to establish an 
A^anistan/Pakistan (AfPak) Study Group, was included in fee House-passed FY 2012 
Defense Appropriations bill. I pressed for the amendment because I believe ^sh eyes are 
needed now to examine fee situation on fee ground and the overall U.S; missioa 

I envision the AfiPak Study Group being modeled after the Iraq Study Group (ISO). 
Both you and your predecessor Bob Gates sewed on fee ISG and know better than most the 
benefits it provided after three years offighting in Iraq. Now that the U.S. is in its 10“' year 
in A^hanistan, I believe a similar efibrt is neceasary. 

Before be was appointed as ambassador to Afghanistan, Ryan Crocker supported 
creating an AfPak Study Group, along with Ambassador Ronald Neumann and Jim Dobbins 
fiom the RAND Corporation. American men and women are fighting and tfying in 
Ai^hanistan. If we are asking them to put their lives on fee line dally, I believe we have an 
obligation to provide an independent evaluation of the U.S. missicn. We owe our military 
forces nothing less. 

I do not have the answers. But as you know, feae is a movement building in 
Congress in favor of pulling troops out of Afghanistan. An amendment oSered by Rep. Jim 
MoQovem earlier this year to the National Defense Authorization Act to accelerate U.S. 
departure from Afghanistan was narrowly defeated 204-21 5. If six members had changed 
their vote, the ameidment would have passed. I have talked to several members who voted 
against fee McGovern amendment who are Seriously concerned about fee war in A^aanistan 
and could change their vote if the situation cm the ground does not improve rapidly. 

I also believe it is critical that Afghanistan be examined in tandem with the facts on 
fee ground in Pakistan. It is clear that in order to be successful in A^hanlstan, we must have 
a clear understanding of how Pakistan Is influencing U.S. operations. Just look at fee recent 
news from fee region. Hamid Karzai's half-brother was murdered and his funeral bombed, 
Karai advisor Jan Mohammed Kahn- was murdered, and militants attacked and Imd siege to 
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The Honorable Leon Panetta 
July 19, 2011 
Page 2 

the Intercontinental Hotel in Kabul The enclosed article printed recently in the Washington 
Post states, . .optunism and energy vanished long ago, penalty replaced by cynicism and 
fear. The trappings of democrat' Rmiained in place. . .but the politics of ethnic dog fights, 
tribal feuds and personal patronage continued tp prevail,” 

The men and women serving in A^hanistan deserve to have fresh eyes look at this 
region as socm as po^ible. With House passage of the A/Pak amendment, I ask that you use 
your authority aa secretary and move quickly to create this study group. I have discussed my 
amendment with John Hamre ai the Center for Sfrategio and International Studies (CSIS) and 
he. has Offered to coordinate the groi^ with professionals with a wide range of expertise. 

I would.appredate the opportunity to meet with you to discuss this important 
initiative and look forward to working with you to ensure we are successful in Afghanistan 
and Pakistan. 

Bestwiriies. 


FRWicw 

enclosure 

cc: Joint Chiefi of Staff 
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Dysfunction and dread in Kabul 

By Pamela Constable, Published: July 15, 2011 

Kabul, a place I once called home, has become a city of security barriers and fantasy palaces. 

I can’t find my old house, my old street or the bakery where I used to watch tlie early-morning ritual of men 
slapping dough into hot ovens beneath the floor. They’ve all vmiished behind a high-security superstructure of 
barricades and barbed wire, a foreign architecture of war. Elsewhere in the Afghan capital, a parallel construction 
boom is underway. The slapdash sprawl of nouveau riche development has sprouted modem apartment buildings, 
glass-plated shopping centers, wedding halls with fairy lights, and gaudy mansions with gold swan faucets and 
Greco-Roman balustrades, commissioned by wealthy men with many bodyguards and no taxable income. 

Both of these facades are conspiring to cover up the past, paving over the rubble and the lessons of war, 
distancing ordinary people from the local elites and the bunkered foreigners alike. Most tragically, they are 
erasing the hope and the promise of change that burst forth in Afghanistan’s post-Taliban liberation nearly a 
decade ago. 

1 was privileged to witness that awakening and to experience the exhilaration of a society being given a new 
chance after a generation of war and ideological whiplash. In those early years, 1 met Afghan exiles who had 
given up careers in Germany or Australia to participate in their homeland’s renaissance, and American jurists and 
agronomists who had come to help rebuild an alien land. 

Foreigners were welcome everywhere, and a new generation of Afghans was in a hurry to catch up. In the cities, I 
met girls who led exercise classes and boys who took computer lessons at dawn. In rural areas, women still hid 
behind curtains and veils, but schools reopened in tents, and mud-choked irrigation canals were cleaned. In 2004, 
long lines of villagers proudly flashed their ink-dipped thumbs after voting in the country’s first real democratic 
election. 

That optimism and energy vanished long ago, gradually replaced by cynicism and fear. The trappings of 
democracy remained in place, propped up by a vast international apparatus, but the politics of ethnic dogfights, 
tribal feuds and personal patronage continued to prevail. Government agencies were awarded to ethnic factions as 
flefdoms for petty extortion. Aid money vanished into powerful pockets, and the once-moribund drug trade 
flourished. 

The parliament became a gallery of old Islamist militia bosses and new war racketeers, locked in crippling 
disputes with the executive. The 2009 presidential election, a fraudulent parody, was ultimately accepted by 
international officials because it left the more familiar devil. President Hamid Karzai, in power as Washington 
prepared to ratchet up the war effort. 

As corruption and malaise spread throughout the Karzai government, Taliban aggression and influence filled the 
void. As the countryside became more vulnerable, foreign aid projects shrank, and tea with tribal elders gave way 
to convoys of monster vehicles and helmeted warriors kicking in doors. As the gulf between Western intentions 
and public perceptions widened, Karzai made it worse by denouncing NATO bombings but ignoring Taliban 
beheadings, in the vain hope that his fellow tribesmen would return to the fold. 

The disillusionment worked both ways. By the time President Obama ordered a high-profile civilian and military 
surge in 2009, hundreds of frustrated American mentors and aid workers had lost heart or left. A Western lawyer 
who worked with Afghan anti-corruption officials told me recently that “even the most promising few people I 
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was training turned out to be corrupt.” And a woman working to improve rural services said, “I still have to 
practically force officials in Kabul to pick up the phone or visit the provinces.” 

Even U.S. Ambassador Karl Eikenberry, usually upbeat and polite, was goaded to an emotional outburst last 
month by Karzai’s suggestion that Western forces — who have lost more than 2,500 lives fighting the Taliban 
and training Afghan troops since 2001 — were “using” Afghanistan for their own interests and could be viewed 
as unwelcome occupiers. In a June 20 speech, Eikenberry warned that such “hurtful” comments could cause 
Americans to grow “weary” of the Afghan effort and demand that all U.S. troops return home. 

Psychologically, though, the withdrawal is well underway. Despite assurances by Eikenberry and other officials 
that the United States will maintain a robust presence after most of its fighting forces leave by 2014, many 
Afghans believe that the end is near. After 1989, the last time a great foreign power pulled out, civil war soon 
erupted, and Afghanistan nearly destroyed itself. No one knows what will happen this time, but everyone is 
bracing for the worst. As one American diplomat said last month, “In their hearts they want us to leave, but in 
their heads they want us to stay.” 

Already, there is a growing sense of order unraveling. The assassination Tuesday of the president’s half-brother 
Ahmed Waii Karzai — a powerful and controversial man with many enemies — is an example of the brutal pre- 
transition power struggle. There have been other signs of trouble, such as the missing Central Bank president who 
surfaced in Northern Virginia last month, saying he feared for his life after exposing high-level official 
involvement in a private banking scandal. 

The Taliban, in a spectacular attack that mocked months of hopeful rhetoric about a nascent peace process, sent a 
suicide squad on June 28to lay siege to an iconic hotel on a hill overlooking the capital. Afghan forces were 
unable to stop them after a night-long battle, requiring NATO gunships to blast the remaining assailants from the 
hotel roof. Even in the heavily policed capital, Afghans were unprepared to protect themselves. 

In many ways, though, the great battle for the country’s future is not the one NATO and Afghan troops are 
waging against Islamist insurgents in far-flung provinces such as Konar and Khost. It is the messier struggle for 
money and power taking place in urban centers such as Kabul and Kandahar, where old ethnic rivals are settling 
scores and new mafia barons are fighting to establish turf. 

It includes the scandal of Kabul Bank, whose officers and rich shareholders casually “borrowed” nearly $1 
billionof depositors’ money to invest in private schemes. It is set amid a self-defeating culture that romanticizes 
past exploits and yearns for revenge rather than reaching for opportunities, It is a fight with few heroes and no 
principles at stake, only the spoils of war and drugs. 

The real tragedy of Afghanistan is how little advantage it has taken of the enormous international goodwill that 
followed the defeat of the Taliban in 2001 . Showered with far too much aid, clever Afghans have learned to 
imitate Western jargon, skim project funds and put their relatives on the payroll — while many show little interest 
in learning the modem skills that would propel their country forward. At its core, this remains a society of tribal 
values and survival instincts. Goals such as democracy and nationhood come much further down the list. 

Today, stuck in Kabul’s rush-hour traffic, 1 marvel at the blinding video billboards, the ATMs, the supermarkets 
filled with cat food, tin foil and other items unknown here a decade ago. Like everyone else, I also curse at the 
roadblocks and detours, the trunk searches, the militarization of daily life. 

I sometimes think back to the Taliban era, when the same streets were empty, shops were shuttered, and the only 
sound was the jingle of a passing horse cart. Life was harder then, isolated and primitive. But often, I hear 
Afghans complain that everything today is chaotic and corrupt. At least under Taliban rule, people say, there was 
safety and order and Islam. They may not want to return to that era, but they dread what lies ahead. 

Pamela Constable has reported frequently Jrom Afghanistan for The Washington Post since J998. She is the 
author of “Playing With Fire: Pakistan at War With Itself. ” 
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The Honorable Leon Panetta 
Secretary of Defense 
The Pentagon Rm 3E 880 
Washington DC 20301 



1 want to follow up on my previous letter regarding A^hanistan policy and bring to your 
attention a book I am reading. The Wars in Afahanistan. discussed in the enclosed Washington 
Past book review. Its author, Ambassador Peter Tomsen, is a veteran of the Fordgn Service and 
has an impressive background in the South Asia region. If you have not read his book, I highly 
recommend it Co you. The Post review concludes: "This long overdue work...is fee most 
authoritative account yet of Afghanistan’s wars oyer the last 30 years and should be essential 
reading for those wishing, to forge a way forward without repeating the mistakes of the past.” 

After three years of the Iraq war, the formation of the Iraq Study Group gamraed the 
support of Secretary Rumsfeld, Secretary Rice, and Joint Cbiefi Genei^ Pace. Our military men 
and women have been putting their livesonfeelinein Afghanistan every day for 1 0 years, seven 
years longer than when fee decision was made to create the ISG to provide fee independent 
assessment needed for U.S. policy in Iraq. I believe we owe it to our brave soldiers to focus now 
with feesh eyes on the target in Afghanistan. 

I have spoken with Ambassador Tomsen about a ftamework for moving forward in 
Afghanistan, and he would be happy to meet with you and your team to discuss his breadth of 
expericiKe there. I urge you to take him up on his o&r. 


Best wishes. 



“The Wars of Afghanistan: Messianic Terrorism, Tribal Conflicts, 
and the Failures of Great Powers” by Peter Tomsen 

By Stephen Tanner, Published: July 28, 201 1 

In “The Wars of Afghanistan,” Peter Tomsen builds a compelling case for blaming much of the 
U.S. heartache in Afghanistan on its supposed ally in the region, Pakistan. Indeed, Tomsen’s 
book, which provides a sweeping look at Afghanistan and its legacy of turmoil, offers among its 
many policy prescriptions that the United States withhold military aid to its ally, because the 
more funds that go to Islamabad, the stronger the Taliban seems to become. I took it as a sign of 
Tomsen’s acuity that on the day I finished reading his book, the United States announced it 
would not release $800 million intended for Pakistan’s military support. 

Tomsen was the U.S. special envoy to the Afghan resistance groups from 1989 to 1992, the years 
right after they drove out Soviet troops. He had close relationships with a range of major players 
— Afghan commanders, mullahs and politicians, Pakistani generals, Soviet diplomats and Saudi 
princes — and he pours his insights into this thick, important volume adding up to more than 700 
pages of text. 

The book begins with a brief look at Afghanistan’s history. Tomsen calls the country a “shatter 
zone” because it was repeatedly invaded by stronger powers and then it invariably defeated or 
outlasted its occupiers. The key to the nation’s resilience, he notes, is its reliance on thousands of 
isolated communities that were always willing to fight but never willing to give up their 
independence. This fragmented structure affected how Afghanistan was governed: The 
leadership in Kabul survived only by forging alliances with enough tribes and ethnic groups to 
achieve critical weight and maintain stability. Tomsen’s historical narrative helps us understand 
how Afghanistan in the 20th century was able to achieve not only intermittent calm and 
prosperity but also gradual democratization. Afghan progress was undermined in the 1970s, 
however, when a right-wing coup was followed by a left-wing takeover and the disastrous Soviet 
intervention, 

Tomsen expresses his dismay at U.S. policy toward the triumphant Afghan factions that finally 
forced the Soviet withdrawal. The United States took a neutral stance toward the disparate 
Afghan resistance groups — a lack of attention at a critical time that Tomsen and other observers 
argue allowed for the rise of undesirable factions. Pakistan and Saudi Arabia favored the most 
fanatical Islamist groups to the detriment of religious moderates and nationalists. 

It was at this time that for a full decade the United States “outsourced” its Afghan policy to 
Pakistan, Tomsen says. The country crumbled into civil war that ceased only after Pakistan 
formed, funded and supplied the rigidly Islamist Taliban, which calmed the fighting and spread 
Pakistan’s influence. But the deal backfired when the Taliban proved not so pliable and played 
host to al-Qaeda, which inspired the country’s latest invasion — by America. Pakistan promptly 
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promised cooperation with the United States and its coalition but, Tomsen argues, Islamabad has 
been double-dealing the United States ever since its involvement in Afghanistan after 9/11. 
Pakistan had handled the Soviet incursion into its sphere of influence in similar fashion, Tomsen 
says, and now the United States is operating under a “Grand Delusion” in which policymakers 
refuse to recognize that their ally is both fireman and arsonist in its determination to maintain its 
strategic depth in the Afghan nation. Tomsen is clearly sympathetic to the Afghans and details 
their nuances intimately, while tending to generalize about Pakistan — I wished the book had 
more on that state’s own fragility and its geopolitical dilemmas. 

“The Wars of Afghanistan” contains many compelling vignettes, which demonstrate the author’s 
proximity to the principals. Tomsen provides unprecedented detail in recounting the death of the 
resistance icon Ahmed Shah Massood two days before 9/11. His account of Massood reading 
poetry on the night before his assassination, which his companion found portentous, adds a 
poignant touch to the hero’s death. Tomsen was also in the same convoy as Hamid Karzai in 
2002 when a Taliban assassin thrust an AK-47 through the Afghan leader’s car window but the 
weapon fortunately misfired. 

This long-overdue work, which takes us up to the recent killing of Osama bin Laden, is the most 
authoritative account yet of Afghanistan’s wars over the past 30 years and should be essential 
reading for those wishing to forge a w'ay forward without repeating the mistakes of the past. 

Stephen Tanner is author of "Afghanistan: A Military History, from Alexander the Great to the 
War Against the Taliban. " 

© The Washington Post Company 
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The Honorable Leon Panetta 
Secretary of Defense 


The Pentagon Rra 3E 880 
■Washington DC 20301 


DearSei 


icret^jg^jl||j^^"^ 


I vrant to draw your attention to the enclosed letter I received ftom retired Marine Corps 
General Charles Kiulak regarding an AfghanistaiVPakistan (AOTak) Study Group. 


General Knilak makes an important point that we cannot 'be successful in Afghanistan if 
we do not address the ongoing tensions and fiequent hostilities between Pakistan and India. I 
to take the language in the FY 2012 Defense Appropriations bill and use your- 
autnonty to create die AfTak Study Group, Every day vfe delay is anoflter missed opportunity 
to successfully address U.S. policy in South Asia 


Thank you for your time and I look forward to meeting with you in the near future to 
discuss this important issue. 




THH STA'nONSIVmWTEO ON M«S OFMCVCIED NBERS 
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Offtee of file PmaMant 

xos zad-4dao 
National x 800 5x3-5753 
Bax 305 235-7020 


July 2S, 2011 


Congressman Frank R. Wolf 
241 Cannon House Office Bulldir^ 
Washington, DC 20515-4610 


Dear Congressman Wolf, 

Thank you so much for your letter of July, 20, 2011 forwarding me your letter to Secretary Panetta, 
You asked for my thoi%hts on the proposed Af/Pak Study Group and here they are; 

I thlnkyouarespot qnl It should be obvious to everyone concerned that the time has come to do 
a professional evaluation of the current policy In the region. When I mention "leglon", I believe It Is 
Importantto Include India. At the end of the day, Afghanistan, Pakistan and India are inextricably 
linked....you cannot establish policies In a stove pipe manner. The Study Group will Immediately 
recognize thatfact and accommodate It 


It Is Importantto understand that conflict occurs at three levels....5trategic, Operational, and 
tactical. Too often we look at the tactical level...3ee the heroism and accomplishments of our 
^fv^iB.e,nigpd^S(?t|!gp,u|r|d,jji8j<ejCor*lu^ns re. the conduct of the war. Unfortunately, that Is NOT 
iji^ vygyifttooik pt this cji|renl bohfflcC UIte Vietnam, we can do a solid Job at the Tactical level and lose 
Qli,f^io''al eiid Strategic Levels. This Is where we find ourselves today In 
^tftfiAniirtan.... jito the path to any kind of victory Isclosaly linked to success In Pakistan and India. The 
possibility of achieving such success across all three countries Is small...certainly following the policies In 
place today (and yesterday.) 


Again, I applaud your workand on behalf of those young men and women who are sacrificing so far 
from home, 1 thank you. 



.gaffes CKrulak 

^tieral,,yiMC !9et.) , 

i.i3.5rMe,sideD)kPiro!nghBrhi5pu{ij'eiji'Cqire^^ 
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The Honorable Leon Panetta 
Secretary of Defense 
The Pentagon Rm 3E 880 
Washington DC 20301 


DearSecrel 


I know you care deeply about the men and women in unifonn fitting in Afj^anistan. 
That’s why Lain disappoint^ that no one from your staff has contacted former Ambassador Peter 
Tomsen, an- expert on Afghanistan, to meet with him, as f requested in my letter to you of August 1 
(enclosed). 


Ambassador Torason*^ new book, The Wars of Aff hanis ^ is receiving positive reviews, 
including the ^closed review In the rec^ edition of Foreign Aj^airs. Hie review praises the book 
as providing an in dep^-deseripdon of the social structure of A^anistan and the intakes ideated 
by numerous frireign countries diat have tried to help establish militaiy and poHlical cohesion in die 
country. The review states, ‘^Whether one agrees wifii Tomsen, however, there is no denying that his 
descri^ions of Afghanistan’s sociey and politics are a valuable hiundation for any discusuon of 
howthe country should be governed... Given Tomscn’s track record, Americans should give a 
respectful hearing to his call for a thorough policy reformulation - something beyond tweaks to troop 
numbers and counterinsurgency tactics,” 


I believe this book should be requited reading for you and your team at the Pentagon. 
Ambassador Tomsen is ready and willing to lend his eiqiertise to important effort and I agdn ask 
that you or your staff meet with him. 


Leon, I renew my call thal you use your discretion as secretary and create the AEPak Study 
Group. We owe It to the men and women serving and foe fhmiiies and spouses at home to ensure we 
have the correct strategy. After 10 years of fighUng, It Is time to have a fresh set of eyes examine 
U.S. strat^. Far fiom a sign of weakness, creafrng an Independent AfiPak study group would show 
foe nation that we are doing everything possible to a^ieve our goals in this region. 

I would welcome the chance to speak wifo you oo this mattw*. 


Best wishes. 


FRWiew 

enclosures 
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The Honorable Leon Panetta 
Secretary of Deftmse 
US Department of Defense 
The Pentagon Room 3E 880 
Washington DC 20301 

Dear Seoretar^pt^jS^^ 

It WES good to be with you at the Pentagon on Sunday to honor the lives lost there 10 
years ago in the 9/1 1 attacks. I want to oongratulate you on a moving ceremony fliat showed 
reverence to the Pentagon employees and die passengers of American Flight 77 that pn^hed oh 
that awiUl morning. I appreciated your comments and those of Admiral Mullen. Several of my 
constituents died at the Pentagon ^ the first U.S. service member killed in Af^anislan was my 
constituent. I thank you and all those who have served la public office and in uniform in die 1 0 
years we have waged war against global terrorism. 

As I wtdted for the program to begin on Sunday. I saw you and fonner tJefense Secretary 
Rumsfeld and was struck by a vivid memory fitom 2005 of the events surrounding tbe Iraq war, 
We were three years irito the war, tbe security situadon in Iraq was deteriorating, and our soldiers 
were dying eveiy day. As a member of Congress who voted to send out troops to fight. I 
believed I bad the added responsibility to make sure the administration was receiving the best 
advice possible on our Iraq strategy. 

So 1 proposed creating the Iraq Study Group (ISO) made up of experts outside 
government to bring what I called “fi:^ eyes" on the target. Secretary Rumsfeld, General Pace, 
Secretary lUce, and NSC Chairman Hadley all came to see the value In the ISO. By your 
participation, I flunk it is fiiir to say yon also saw ite benefit, and 1 greatly appreciated your 
outstanding service on the bipartisan panel You and the other Democratic membeas who gave 
your thnp during a Republican administration exemplified tbe tme meaning of service to your 
country. 

We are now into the 10th year of fighting in Afghanistan and the challenges we face there 
conflnue. In 2001, 1 was the first member of Congress, along with Rep. Joe Pitts, to visit 
Afghanistan after the U.S, invasion, against the wishes of the Defense Department, We saw 
firsthand flie devastation that the Taliban had visited on Kabul as Well as tbe remnanfs of the 
U.S, Embassy that was abandoned in 1979, I have also traveled to Pakistan and seen the 
difficulties that country faces combating the Afghan Taliban and otha- terror groups. Despite the 
current cionditions, all my experience in this region tdls me that success is possible if we 
formulate the right strategy to deal wlfli both Afghanistan and Pakistan. 


THIS 6TAT/0MBV PfaSIED ON PAP® MADP OF SBCVCtCO FBERB 
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The Honorable Leon Panetta 
Sq>t«ab6r 15,2011 
Page 2. 


As with the ISO, I believe fiesh eyes are needed now to examine U.S. policy in 
Afghanistan and Pakistan. The security situation continues to erode as evidenced by 
coordinated ujsurgetrt Slacks on heavily fortified U,S; and NATO compounds just this week, 
The Taliban.still finds safe haven in the tribal wilderness of Pakistan and the ISI actively thuds 
terrorist groups. 

Given these and other concents on the ground in Af^iEtaistan, I continue to be puzzled 
why you, the Ipint ChieS of Staff and Secretary CSinton are not supporting the AfiTak Study 
Group idea in the same manner that Setxetary Rumsfeld and other Bush administration officials 
supported the ISO, Having the experience of serving on the ISO and liow serving as sKstetary of 
Defense with a Democratio presidmt (who I acknowledge inherited the war in A%hanistan), you 
are in a unique position to make this group a reality. The authorization and fhnding for the 
Af/Pak Study Group in the House-passed Defense Appropriations bill gives you the author!^ to 
create this group today, 

I have to tell you that I continue to be disappointed that your staff has yet to contact 
foimer Ambassador Peter Tomsen to discuss his book. The Wars of Afefaanistan . His book 
provides insightful information on the tribal structure of bofe Afghanistan and Pakistan and the 
politick allegiances fiiat underlie all actions in the region. I believe his knowledge and 
experience in this region would be Invaluable in formatting feture policy in South Asia I 
respectfully ask again: please take advantage ofhis work and meet with him as soon as possible. 

Leon, I don’t have the answers onAfghanistaa Perhaps euir^U.S. strategy is the best 
way forward. But we owe if to the men and women in uniform who haVc served and continue to . 
serve there - some paying the ultimate sacrifice - to know definitively. I contihue to believe that 
fresh eyes from outside government focused on assessing the situation is fee prudent action to 
lake. I ask'fhat you take the advice of those who support an AEPai Stu^ Group, including Jim 
Dobbins, General Charles Krulak, Ryan Crocker, wdto I spoke with prior to his qipointment as 
ambassador to Afghanistan, and other prominait Americans with experience in to region. 

I believe it would be a agn of strength to tgjpoint a study group and let the American 
people know that the administration is willing to examine all possible policies to achieve a 
successflil outcome in this troubled region. 

Best wishes. 


PRWicw 
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The Honorable Leon Panetta 
Secretary of Defense 
The Pentagon Room 3E 880 
Washington DC 20301 


Dear Secretary 




I am disappointed that your staff was unable to meet with Ambassador Peter Tomsen to 
discuss his book on Afghanistan and Pakistan. While I understand that both you and Mr, Tomsen 
have busy schedules, I fear you and your staff may be missing pertinent infoimation and insight that 
could help devise a successful strategy in South Asia. 


You only need to read the headlmes to see the erosion in our relationship with the Pakistani 
military and intelligence services. Recent comm^rts from retiring chairman of dre Joint Chiefr 
Admiral Mullen have described how the Pakistani military and Inter Service Intelligence agency 
actively cooperate with two of the most deadly terror netwofks sowing the seeds of destruction and 
chaos in Afghanistan. Ambassador Tomsen’s book, The Wars of Afghanistan provides detailed 
information on the tribal structures and the realities of Pakistani involvement with terrorist groups. I 
sincerely hope that you and your staff will read his book. 


T have also enclosed a column Mr. Tomsen wrote for the most recent editiwi of World 
Policy Journal I hope you and your staff will find the piece informative. 

The situation In Afghanistan and Pakistan grows more dire nearly every day. I again ask that 
you use your authority to create the AfrPak Study Group. We owe nothing less to the men and 
women making the ultimate sacrifice to ensure that we have a long-term strategy for success in the 
region. 
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Pakistan: With Friends Like These... 



By Peter Tomsen 


It was 4 a.m. on June 23, 2001, and a few distant stars punctured the darkness above the 
Uzbek city of Samarkand. I stepped out into the night, leaving the lobby of a concrete, 
Stalinist-era hotel, accompanied by Abdul Haq, an Afghan Pashtun leader in the anti- 
Taliban resistance. At his invitation, I was accompanying Haq to his meeting with 
northern Tajik Commander Ahmed Shah Masood to discuss a strategy to end the long 
Afghan war. 

We climbed into a waiting SUV, along with Haq’s bodyguard and American 
businessman James Ritchie, a friend of Haq. The driver headed east, toward Dushanbe, 
the capital of neighboring Tajikistan, a 12-hour drive away. We were scheduled to hold 
two days of meetings in Dushanbe with Masood, known as “the Lion of the Panjshir,” 
after the valley from which he hailed in northern Afghanistan. Haq looked forward to 
enlisting Masood’s cooperation in his plan to overthrow the Pakistan-backed Taliban 
regime in Kabul. He hoped Masood would help rally the anti-Taliban centers around the 
country to replace the Taliban regime with an inter-ethnic Afghan coalition under the 
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political leadership of Zahir Shah, the one-time Afghan king who lived in exile in Rome. 
Haq’s plan was sound. No ethnic group in Afghanistan comprised a majority of the 
population. All demanded a seat at the table and were well armed. Haq said he wanted me 
along to reinforce his effort to bring Afghans together. Moderate pluralism, he said, not 
Taliban totalitarianism, was the Afghan way. 

Masood greeted us warmly in his living room at his Dushanbe home. Nine years had 
elapsed since we last met in his sprawling Ministry of Defense office in Kabul, before the 
Taliban came to power. The crevices in his face were now longer and deeper. 

Masood had arrived only an hour before us, flying by helicopter directly from a 
battlefield in Afghanistan. He described how his forces beat back a 10-day Taliban 
offensive against his northern redoubt near the Tajikistan border. The battle had just 
ended that morning. His spies in Pakistan and at the Pakistani army’s headquarters in 
Konduz, west of the battle lines, had briefed him on the offensive beforehand. Pakistani 
military officers, he said, directed the Taliban attack. Masood told us the name of a 
Pakistani general commanding the offensive and identified some of the specific Pakistani 
army units participating in the operation. He claimed a force comprised of 25,000 
Pakistani army soldiers and Pakistani religious students were fighting alongside a horde 
of Taliban fighters, Osama bin Laden’s two Arab brigades, and 300 Uzbek militants. The 
Pakistani officers, not the Taliban, planned and implemented the annual offensives 
launched under the Taliban’s name. Masood complained that, first, the Afghan people 
had been subjected to the 1 979 Soviet invasion from the north. Now they faced a second 
invasion, this one by Pakistan from the south. 

The following day, Haq and Masood agreed to coordinate their anti-Taliban activities and 
support the creation of an Afghan govemment-in-exile headed by Zahir Shah. It would 
include all the principal groups who opposed Taliban rule. Back at the American embassy 
in Tashkent, Uzbekistan, I prepared three classified cables on the meeting. I 
acknowledged the obstacles the two moderate-nationalist Afghan commanders would 
face, but wrote that their strategy had a better chance of driving the Taliban and al-Qaida 
from Afghanistan than any American strategy I had seen. The plan was to be Afghan-led 
and implemented by Afghans. 

COOL RECEPTION 

The plan encountered a cool if not hostile reception in Washington. Like the Clinton 
administration before it, the George W. Bush administration had been deluded into 
believing that Pakistan remained a reliable ally in fighting terrorism and stabilizing 
Afghanistan — even while Pakistan’s army and its military intelligence agency, the Inter- 
Services Intelligence Directorate (ISI), were coordinating with international Muslim 
terrorists like al-Qaida, Pakistani religious parties, and Pakistani Islamic militant groups 
to turn Afghanistan into a springboard for radical Islam. 

From 1993 to September 1 1, 2001 — in perhaps one of the greatest blunders in American 
diplomatic history — the United States government outsourced America’s Afghan policy 
to Pakistan, which meant to the Pakistani military and the powerful ISI. American policy 
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was, in practice, giving free rein to the fox in the chicken coup. The unholy alliance of 
the ISI, al-Qaida, and Talihan radicals burrowed into Afghanistan. While bin Laden 
launched global terrorist attacks against the United States, Pakistan’s military and the ISI 
organized, armed, and supplied the annual military offensives besieging Masood’s 
northern enclave. American ignorance of Pakistan’s radical Islamist course in 
Afghanistan reinforced the isolation of the most successful Afghan commander fighting 
al-Qaida and the Taliban. 

Less than three months after the Dushanbe meeting, in the quiet, early morning hours of 
September 9, 2001, in northern Afghanistan, Masood and an Afghan friend were reading 
aloud poems written by the popular 14th century Persian poet Hafez. His friend grew 
uncomfortable when the poems referred to premonitions of imminent death. One poem 
ended, “You must value this night sitting and talking, because in the days to come this 
night will not be repeated.” 

Later that afternoon, two al-Qaida assassins, posing as journalists, detonated explosives 
hidden inside a munitions belt and a camera, killing Masood and his press spokesman. On 
October 26, 2001, the ISI-linked Taliban Interior Minister, Abdul Razak, brutally 
murdered Abdul Haq as he attempted to reaeh his tribal village in Afghanistan to lead a 
rebellion against the Taliban. Within six months of their Dushanbe meeting, the two most 
formidable Afghan enemies of al-Qaida and the Taliban were dead. 

WIN-LOSE... 

The pernicious alliance of the ISI, the Taliban mullahs, al-Qaida, and Pakistani religio- 
terrorist organizations viewed moderate-nationalist Afghans like Haq and Masood as the 
main obstacles to transforming tribal Afghanistan into a radical Islamic state. They 
schemed to transform the war wracked country into a platform to carry their radical Sunni 
ideology into Muslim Central Asia, the Middle East, and beyond. Then as now, targeted 
assassinations of real and potential Afghan moderate leaders were key elements in their 
strategy. In the late 1980s and continuing through the 1990s, scores of anti-Taliban 
Afghan tribal leaders, commanders, and politicians, including President Hamid Karzai’s 
father, were gunned down in broad daylight on Pakistani streets. Not one assassin was 
ever arrested, much less tried and convicted. The assassinations advanced their goal of 
establishing Islamabad’s hegemony in Afghanistan, 

The army’s massive covert support for radical Sunni Islamist groups in Pakistan and 
Afghanistan had three primary goals. The first was to maintain the military’s domination 
of the Pakistani state by suppressing the nation’s two secular democratic parties. The 
second sought to forge a broader Islamist bloc of Pakistan, Kashmir, Afghanistan, and 
eventually Central Asia to balance India, Pakistan’s traditional rival. Finally, Pakistan’s 
generals hoped to secure a leading position for Pakistan in the Muslim world. 

Until 9/11, Washington at best misunderstood, and at worst turned a blind eye to, 
Pakistan’s covert military role in the ascendency of radical Islam in Afghanistan. 
American support of anti-Taliban Afghans and pressure on Pakistan could have 
encouraged the mobilization of moderate Afghan groups to overthrow the Taliban and 
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restore the pluralistic, modernizing Afghan state that existed before the 1978 communist 
coup. Instead, American intelligence agencies and diplomats failed to uncover the depth 
of ISPs clandestine support of the Taliban and al-Qaida’s expansion into Afghanistan 
from bases in Pakistan. 

Washington’s policy during the 1990s, in effect, buttressed Pakistan’s destructive 
strategy in Afghanistan and on global terrorism. Washington’s acceptance of Pakistan’s 
claim that it was working with the United States added up to an “if we win, we lose” 
strategy. “Not one bullet” was going to the Taliban from Pakistan, ISI Director Nasim 
Rana told U.S. Deputy Secretary of State Strobe Talbott in February 1 996. This was a 
blatant lie. Later, Presidents Clinton and Bush naively pressed Pakistan to help bring bin 
Laden to justice after al-Qaida bombed two American embassies in Africa in 1998 and 
the destroyer USS Cole in the Port of Aden in Yemen in 2000. At the time, the ISI was 
cooperating with bin Laden to train thousands of international jihadists in Afghanistan. 
According to the 9/1 1 Commission, the United States learned that retired ISI chief 
General Hamid Gul leaked to the Taliban and al-Qaida when to expect (or not to expect) 
American cruise missile strikes. Gul was a “private sector” ISI cutout — a middle-man 
implementing the ISI agenda through Taliban leaders and bin Laden, whom he knew 
well. 

Washington’s Pakistan policy remained on automatic pilot as coalition forces moved into 
Afghanistan after 9/11. The Taliban and al-Qaida suffered numerous casualties but their 
top leaders and most of their foot soldiers merely retreated back across the border to their 
old sanctuaries inside Pakistan. It took about three and a half years for the ISI to rebuild 
the Taliban and other radical units and send them back into Afghanistan. That strategy 
exactly mirrored the ISI strategy from 1994 to 1998, when the ISI organized, armed, and 
sent thousands of Taliban, Pakistani, and other extremists into Afghanistan to overthrow 
the Mujahidin government in Kabul. 

...DRAW 

When major Taliban counterattacks resumed in 2005, there was no Afghan army to 
oppose them, only unreliable warlords paid by the U.S. military and CIA. The United 
States had shifted its attention and forces to Iraq. A March 2002 report by an inter-agency 
team led by U.S. array Major General Charles Campbell recommended the immediate 
resuscitation of the Afghan army, starting with an 1 8-month crash program to train 26 
battalions. The report was pigeon-holed. In the absence of an Afghan army, the Pentagon 
responded to the Taliban resurgence by deploying more and more coalition troops, a 
trend that peaked at around 140,000, including 98,000 Americans, by the end of 2010. 
The troop buildup went against Haq and Masood’s views that Afghan, and not foreign 
soldiers, should do the fighting and dying to defend Afghanistan. 

The Taliban’s recent advances in Afghanistan look distressingly like the 1990s, when the 
ISI’s Taliban allies had infiltrated Afghanistan’s Pashtun belt, pushing into the west and 
north, threatening the Kabul region. Since 9/11, assassins operating from protected safe 
havens in Pakistan have systematically killed most of the moderate Afghan commanders 
who fought with Masood and Haq in the Soviet-Afghan war. The victims have included 
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Haq’s brother, Afghan Vice President Haji Abdul Qadir, and northern police chief 
General Mohammed Daoud Daoud. In July 201 1, Taliban assassins killed President 
Hamid Karzai’s half-brother Ahmed Wall and Commander Jan Mohammad, who had 
helped Karzai capture Kandahar from the Taliban in December, 2001. 

So far, there have been three Taliban-led attempts to assassinate Karzai, one which I 
personally witnessed in Kandahar in September 2002. A Taliban agent inside the 
governor’s security force walked up to Karzai’s vehicle and fired at him through the rear 
window. Pandemonium ensued. Roadside crowds scattered in all directions. The U.S. 
Navy Seals protecting the president fired baek, killing the assassin in a hail of bullets. 

Pakistan’s military strategists have been able to use their Taliban proxies to regain, a 
decade later, much of the foothold in Afghanistan they lost during the first October to 
December 2001 American military intervention. Even after the spectacular May 201 1 
raid that killed bin Laden in an army garrison town (without alerting Pakistan’s military 
about the operation), Pakistan’s leaders, civilian as well as military, are still fielding 
shop-worn tactics to preempt a tougher American response to Islamabad’s proxy war 
strategy. Their often not terribly subtle tactics include plausible denial, cultivation of 
friendly CIA and U.S. military constituencies in Washington, sham promises that a major 
shift in Pakistan’s policies is finally coming, warnings that Pakistan may play the China 
card against Washington, and bogus claims that the United States needs to make up for 
past “betrayals” of Pakistan. Each of these ruses, and a few more, are little changed from 
the time I was American special envoy to the Afghan resistance 20 years ago. The 
Pakistani army’s preposterous claim that it did not know the world’s most wanted 
terrorist was hiding inside a large residential compound near Pakistan’s national military 
academy is just the latest example. 

COLD REALITIES 

The impressive handling of the successful bin Laden raid in May 201 1 and the 
withholding of $800 million of aid for Pakistan in July signal a more transparent, candid, 
and tougher American approach to Pakistan, shorn of past pretenses that Islamabad was a 
reliable ally in Afghanistan and in the struggle against terrorism. The current downward 
spiral in U.S.-Pakistani relations is partly driven by the exposure of this myth. 

The silver lining in the current downturn of U.S.-Pakistani relations is that the cold 
realities dividing Washington and Islamabad for over two decades are now emerging 
publicly. Some American commentators are referring to Pakistan as a “frenemy.” Public 
opinion polls in Pakistan cast America in an even worse light. But, the unpleasant 
realities propelling the downturn should no longer be pretended away but addressed 
frankly, as Washington has long done with China. Conditions as they actually exist 
should form the foundation for dialogue between the two countries. The new direction in 
U.S. -Pakistan relations must pragmatically attempt to reduce differences and enlarge 
areas of agreement, to build up the “friend” side and minimize the “enemy” dimension of 
the equation. 
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For its part, the United States should not be timid about publicly discussing the ISI’s 
record of sponsoring terrorist networks in P 2 ikistan and Afghanistan. The Pakistani and 
Afghan networks that the ISl created in the late 1980s and the 1990s and have fostered 
inside Pakistan are the main source of the Islamist terrorism ripping apart Afghanistan 
and threatening the United States and its allies. Three ISI connected Pakistani religio- 
terrorist organizations — Lashkar-i Taiba, Jaish-i Mohammad and Harakat ul Mujahidin — 
are on the State Department’s list of Foreign Terrorist Organizations. The three ISI- 
supported Afghan terrorist groups keeping Afghanistan in a state of continuous war are 
the Afghan Taliban led by Mullah Omar plus the Haqqani and Hekmatyar fronts. They 
are lined up shoulder-to-shoulder on the Afghan-Pakistani border with the Afghan 
Taliban in northwest Pakistan, the Haqqani network in the central sector, and the 
Hekmatyar group in far northeastern Pakistan. Despite the killing of thousands of U.S.- 
led coalition troops, foreign aid workers attempting to reconstruct Afghanistan, as well as 
Afghan security personnel and civilians, Washington has still not designated these three 
Afghan terrorist groups as Foreign Terrorist Organizations. Long overdue and mandated 
by U.S. law, this action should be taken immediately. 

ISTs backing of Pakistan-based terrorist groups active in India in the early 1990s led 
then-Secretary of State James Baker to write a letter to Pakistani Prime Minister Nawaz 
Sharif on January 9, 1993. That letter delivered a warning from the George H.W. Bush 
administration to Pakistan that it could be named a state sponsor of terrorism. Six months 
later, the Clinton administration informed Pakistan that it was no longer under 
consideration for placement on the list. Neither the George W. Bush nor the Obama 
administration to date has re-activated that warning. It should. Naming Pakistan a state 
sponsor of terrorism would trigger an across the board cut-off of American aid, while 
steps to restrict foreign assistance to Pakistan from international organizations and U.S. 
allies would likely follow. 

Since 1993, the ISI-linked Pakistani terrorist groups have become much more — not 
less — active in international terrorism. Meanwhile, ISI-assisted Afghan terrorist 
organizations continue to carry out Pakistan’s war in Afghanistan. Last year was the 
bloodiest since 9/11. And it is likely that coalition and Afghan casualties in 201 1 will 
exceed those suffered in 2010. 

THE WAY AHEAD 

Continuing the failed approach of mixing praise and rhetorical concern about Pakistan’s 
cooperation in fighting terrorism coupled with high-level visits and communications will 
not convince Islamabad’s generals to cease assisting the Afghan Taliban, close down 
militant sanctuaries in Pakistan, or actively hunt down terrorists within their country. As 
long as Pakistan’s army sustains safe havens for terrorists, war will continue to tear apart 
Afghanistan, no matter how many troops NATO deploys or how many Afghan troops it 
trains. 

A more realistic and tougher American policy towards Pakistan should take into account 
a number of regional geopolitical trends driven by opposition to Pakistan’s covert 
promotion of violent Islamism. Indo-American relations continue to improve, largely 
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driven by shared economic interests but also by anti-terrorist concerns. Duplicating a 
geopolitical pattern in the 1990s, the closer the predominately Pashtun Taliban get to the 
Amu Darya River, dividing Afghanistan from the former Soviet Stans, the more Russia, 
Central Asian states, India, and Iran will coordinate to assist Afghan Tajik, Uzbek, and 
Hazara anti-Taliban resistance groups. China, too, will worry about Taliban and al-Qaida 
penetration of its westernmost province, Xinjiang, where Muslim separatists are active. 
Counterproductive results of Pakistan’s proxy wars in Afghanistan will also be felt at 
home as Pakistan surrenders the extensive regional economic benefits an Afghan peace 
accord could deliver to Pakistan. 

WEIGHING THE RISKS 

The risks of pressuring Pakistan to move away from its support for terrorist groups must 
be weighed against the risks of exposing the United States and its allies to future terrorist 
attacks launched from bases in Pakistan. If the United States again flinches from strong 
action because it fears Pakistani retaliation, Pakistani leaders will see no need to change 
their policies. 

Washington should not underestimate the leverage it can command to pressure Islamabad 
to help end the war in Afghanistan and dismantle the terrorist organizations and 
sanctuaries operating inside Pakistan. If Pakistan’s army does not respond to American 
diplomatic insistence to end its two-decade-old proxy war, the United States should 
increase bilateral and multilateral pressure on Islamabad. Pakistan would have a difficult 
time finding foreign support. Today, all the world’s leading Muslim governments oppose 
the terrorism emanating from Pakistani safe havens. China, as well as Shiite-dominated 
Iran, have much to lose from the radical Sunni violence that the Afghan Taliban would 
bring back to Afghanistan. Pakistan’s further ramping up the insurgency would likely 
backfire by strengthening the growing regional and global correlation of forces against 
the protected terrorist sanctuaries in Pakistan, symbolized by bin Laden’s Abbottabad 
safe haven. 

While the United States must take into account Pakistan’s nuclear weapons arsenal, the 
West has successfully dealt with far more powerful nuclear regimes for over half a 
century. Pakistan’s nuclear capabilities should not deter Washington from taking a 
tougher approach to Islamabad for fostering terrorist networks and providing them 
sanctuaries. Any nuclear threat would weaken Pakistan’s strategic position, driving the 
United States and the rest of the international community toward India. 

If Pakistan does not address American concerns, the Obama administration must defend 
its national interests and those of its allies. This would mean a more assertive policy, 
including public insistence that Pakistan eliminate its terrorist sanctuaries, threatening to 
place and then placing Pakistan on the U.S. list of state sponsors of terrorism, and 
working with others to end Pakistan’s sabotage of the intra- Afghan peace dialogue. The 
U.S. and its coalition must reject Pakistani attempts to compel the Kabul regime and the 
international community to accept Mullah Omar and other top Taliban leaders, the 
Haqqani network, or Hekmatyar as part of an Afghan coalition government. They are 
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poison pills that have destroyed past Afghan peace efforts. Pakistan has legitimate 
security interests in Afghanistan, but they do not extend to choosing who rules in Kabul. 

The United States and its allies should also prepare U.N. Security Council resolutions to 
apply sanctions on Pakistan similar to those used against other state sponsors of 
terrorism. The resolutions could call on member-states to impose an arms embargo on 
Pakistan and restrict foreign travel of Pakistani military and intelligence officials known 
to support terrorist sanctuaries in Pakistan. 

There can be no assurance that this firmer approach with Islamabad will succeed. But 
changing Pakistan’s policy is the only course that holds out hope to eliminate its terrorist 
sanctuaries, deal a major blow to international terrorism, and end the long Afghan war. In 
the end, only the Pakistani people and their leaders can make the decision to suppress the 
violent jihadist forces in their country, returning it to a path of democracy, modernization, 
and religious tolerance. This is a prerequisite for a peaceful Afghanistan and a new era of 
economic growth in Central Eurasia not witnessed since the Silk Road’s heyday over a 
millennium ago. 


***** 

4r 4r 3|c * 3|c 

Peter Tomsen, a career U.S. diplomat, served as special envoy to the Afghan resistance 
from 1989 to 1992. He is the author of The Wars of Afghanistan: Messianic Terrorism, 
Tribal Conflicts, and the Failures of Great Powers (Public Affairs: 2011). 
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The Honorable Leon Panetta 
Secretary of Defense 
The Pentagon Room 3E 880 
Washington DC 20301 



As I am sure you are aware, the Consolidated Appropriations Act of 2012 contains 
language providing your office with $1 million to assemble the Afghanistan/Pakistan (AfTak) 
Study Group. I requMt that you do so immediately. 

The Los Angeles Times reported last week (article enclosed) that the most recent National 
Intelligence Estimate (NIE) paints a very bleak picture of the war in Afghanistan and the future 
of U.S. operations in that region. It reflects concerns that I have expressed in numerous letters to 
you over lime, especially the importance of understanding Afghan tribal and political structures - 
and the Pakistani military and intelligence services actively cooperating with two of the most 
deadly terror networks in the region. 

Given this stark assessment from our own intelligence community, the need to create the 
AfiTak Study Group is clear. The Af/Pak Study Group’s analysis and recommendations could 
bring needed clarity to current and future U.S. military and diplomatic operations. You siq^ported 
the Iraq Study Group and lent your considerable expertise to iat effort, so I am perplexed as to 
why, you do not similarly support the Af^Pak Study Group. 

Your November 3,2011, letter to me stated that coalition troops are making progress 
against the Taliban and other militants and that pre^ss is being made on our relationship with 
the Pakistani government and military. I have enormous respect for the men and women serving 
our country in South Asia and acknowledge that our troops are performing their mission with 
bravery and resolve, however, the NIE appears to contradict y(?ur assessment. 

Also enclosed is an article by the Hudson Iiwtitute’s Nina Shea discusses how Hussain 
Haqqani, the former Pakistani Ambassador to the United States is facing posable charges of 
treason for his alleged involvement in “Memogate.” Shea asserts, “There is every reason to 
believe that the real reason Haqqani is beii^ t^eted is that he is a prominent moderate Muslim, 
one of the few remaining in Pakistan’s govemmwit.” Shea goes on to point out that Haqqani was 
personal friends with two men, Punjab governor Salman Taseer and P^stan’s Federal hosier 
of Minority Affeirs Shabbaz Bhatti, whose lives were cut tragically short last year as a result of 
their outspoken critique of Pakistan’s draconian blasphemy laws. 


THIS STATIONEDV PRINTED ON PAPCn MADE OF RECYCLED RBBIS 
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The Honorable Leon Panetta 
Jamraiy 17, 2012 
Page 2 


Inore^ngly we see a trend in Pakistan of moderating voices being marginalized and 
altogether silenced. While I appreciate that you are “working hard with Pakistan to improve the 
level of cooperation" so that terrorist and militant groups no longer find safe haven in the 
country - 1 am afraid the complexity of the evolving situation in Pakistan necessitates more, 

The NIE’s assessment could lead to support for the war in Afghanistan eroding among 
the American people and I feel the same sentiment will soon permeate the halls of Congress. If 
the president has simply decided that U.S. involvement will end in 2014 and that no further U.S. 
strategy is needed, he should clearly state that this is his policy and be forthcoming with the 
American people. If President Obama has not made a final determination on U.S. strategy going 
forward, I ask again, what harm can come from a group of independent experts using their 
experience to offer solutions for long-term success? 

Following 9/11,1 have supported U.S. military actions in the War on Terror. I want to 
see our soldiers, diplomats and Foreign Service personnel return home with their heads held 
high, knowing they all played a crucial role in establishing stability in South Asia where 
countries no longer pose a threat to our national security. I firmly believe that you can help 
ensure this happens by using the money made available to you to create the AffPak Study Group. 
Establishing this panel quickly will show the American people that the Obama Administration is 
willing to consider ail possible options to achieve success in this volatile region. 

I urge you to take these steps immediately before support for our mission in Afgham'stan 
further erodes. 
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U.S. intelligence report on Afghanistan sees stalemate 

The sobering judgments in a classified National Intelligence Estimate appear at 
odds with recent optimistic statements about the war by Pentagon officials. 

By Ken Dilanian and David S. Cbud, Los Angeles Times 

6:39 PM PST, January 11, 2012 

Reporting from Washington 

The U.S, intelligence community says in a secret new 
assessiTKnt that the war in A%hanistan is mired in stalemate, 
and warns that security gains from an increase in American 
troops have been undercut by pervasive corruption, 
incompetent governance and Taliban fighters operating from 
neighboring Pakistan, according to U.S. ofiScials. 

The sobering judgments, laid out in a classified National 
Intelligence Estimate corr^rleted last month and delivered to 
the White House, appeared at odds with recent optimistic 
statements by Pentagon officials and have deepened divisions 
between U.S. intelligence agencies and Airerican militaiy 
commanders about progress in the decade-oH war. 

The detailed document, known as anNIE, runs more than 100 pages and represents the consensus view ofthe 
CIA and 15 other U.S. intelligence agencies. Similar in tone to an NIE prepared a year ago, it challenges the 
Pentagon's claim to have achieved lasting security gains in Taliban stron^Us in southern A^hanistan, according 
to U.S. officials who have read or been briefed on its contents. 


In a section looking at fiiture scenarios, the NIE also asserts that the A^han government in Kabul may not be 
able to survive as the U.S. steadily pulls out its troops and reduces military and civilian assistance. 

'Its viability is tenuous," said one official, citing the report. 

Although the review gives the U.S. raKtary and its allies credit fcr driving the Taliban out of soiie areas last year, 
it says the gains were not enou^ to bolster the weak central government in Kabul, haven't dimmished the 
Taliban's will to keep fitting, and haven't instilled conSdeifee among Asians in much ofthe country. 
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As a result, the NIE warns that the overal difficulties could jeopardEE the Obama administration's plans to 
withdraw roost U.S. troops and hand over responsibffity fer the war to die A^han government by 2014. 

The findings prorujted a sharp response iromMarine Corps Gen. John Allerr, the U.S. commander ofWestem 
fcrces in the war, and Ryan Crocker, the U.S. ambassador to A^iarristan, who filed their objectkrns in a one- 
page written dissent. The comment was also signed by Marine Corps Gen. Jatires Maths, commander of Central 
Command, and Adm James Stavridis, supreme allied commander ofthe North Atlantic Treaty Organfeatioa 

Military and Pentagon officials argued that assumptbns used by intelligence agencies were flawed. 

'It assumes a quicker drawdown of U.S. support to the A%han government flian a lot of people are projecting, " 
said one U.S. official ffimiliar wkh Pentagon thinking, speaking ofthe assessment. 

Military officials also cited what they claim are gaps in the intelligence agencies' understanding ofthe Taliban 
leadershp's thinking the oflScials said. 

Some in Congress and the Obama adrrrinistration are concerned that the bleak assessmerrt srrggests little 
progress was made in the last year. During that time, the U.S. has suffered more than 400 military fetakties and 
spent more than $ 1 00 billion. As of Wednesday, 1 ,873 Americans had been killed in A^hanistan since U.S. 
forces ittvaded in late 2001 , according to the website icasualties.org. 

Army Gea David H. Petraeus wrote a dissent to last year's NIE when he was U.S. commander in the war. He is 
now CIA director, and he pledged during his Serrate confirmation hearings not to aUow his personal views as a 
forrtrer comrrBtrder to cobr the CIA's analysis. 

The recent NEE agrees with the military that A^ran Taliban fighters have fourrd safe haven in Pakistan's tribal 
areas. After a six-week lull, CIA drone strikes resumed this week inNorth Waziristan, reportedly killing firur 
people Wednesday, but U.S. officials warned that drone strikes atone cannot prevent A%han insurgents from 
regrorqring there. 

'It's all about the safe haven," one congressional oflicial said. 'That has to be solved." 

Military officials have acknowledged that there are no easy answers, and that a peace deal maybe the only 
sohrtioa 

The Taliban has suffered heavy tosses, particularly in southern A%hanistan, but it also has gained ground in the 
country's east, near Pakfetarr, according to officials briefed on the NIE. But the intelligence community is not 
convinced that military gains in the south can be maintained once large nurhbers of U.S. fcrces withdraw. 

The A%han arrry and in particular the police fitce enormotrs problems contending with the insirrgency as U.S, 
assistance declines, the document concludes. But it also raises doubts aboirt whether A^han civilian ministries 
can govern successfiilfy in the sorrth and other areas. 

In late 2009, President Obama agreed to deploy 33,000 additional troops to A^ranistan, and the total U.S. 
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force in the country peaked at about 10u,000 last summer, TheU.S, now has 91,000 troops there, and all 
combat forces are scheduled to withdraw by 2014. 

Pentagon planners assume that a residual force will temah to train and assist the A^hans, but the White House 
has yet to sign off on that The Obama adminKtration is negotiating a tong- term military alliance with the 
govemiiKnt of Af^ian President Hamid Kaizai. 

Pentagon ofiicials insist that the troop increase has put the Taliban on its heels. 

"We're nraving in the direction and we're winnitg this very tou^ conflict," Defense Secretaiy Leon E, 
Panetta told troops on Dec. 1 4 at Forward Operating Base Sharana in the eastern province of Paktika. 

Pentagon spokesman George Little said Wednesday that Panetta continues to believe there has been "substantial 
progress." The key, he said, is "to strengthen A^ian security forces ami to build toward a bng-term relationsh^ 
withA^hanistan" 

Natbnal intelligence estimates often carry significant weight in U.S. policy circles, although they arc hardly 
immune from errors. 

Most femously, the 2002 NIE on Iraq judged with hi^ confidence that Saddam Hussein was secretly amassing 
chemical and biotogical weapons, and trying to build a nuclear bomb. The George W. Bush actainistration 
repeatedly cited that NIE before the 2003 invasion of Iraq, but it ultimately was proved inaccurate in atost 
every respect. 

Akhou^ they decfimsd to discuss the contents of the current NIE, some members of Congress with access to 
intelligence said they are concerned about the lack of progress in A^hanistan. 

'T think there are real problems," said Sen. Dianne Feinstein (D-CaK), who chairs the Senate Intelligence 
Committee. "Ihere have been gains in security ... but the Taliban is still a force to be reckoned with. They stiH 
occigjy considerable land in the country." 

Rep. Jan Schakowsky (D-IH.), a member ofthe House Intelligence Committee, said the Obama administration 
should release an unclassified version ofthe NIE for public debate. 

'1 do think it would be very helpful to release an unclassified version," she said. 'Given the etqiense and the lives 
that are at stake, the American people should see some ofthe top-line conclusions ofthe NIE." 

PHOTOS: A decade of conflict in Afghanistan 

ken.dilanian(ci!.latime.x.cnm 
david.cloud(a>.tatimes.com 
Copyright © 2012, Los Angeles Tinss 
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Defend Threatened Muslim Moderates; Save Husain Haqqani 

By Nina Shea 
January 12, 2012 6:26 P.M. 

Husain Haqqani may soon be put on trial fer his life in his native Pakistan. That country’s anijassador to the United States until last November, 
he now feces allegations oftreason in the so-called ‘'Mcmogate’’afeir, accused ofinstigating an unsigned memo totiie U.S. govemmciU 
warning of a militoiy-coi^D pbt a^inst Pakistan’s government — an allegation be denies. Haqqani’s defense lawyer, die \«liant human- ri^ 
advocate Asma Jahangir, has filed an appeal to the Supreme Court chaDei^ng due-process aregularkies in a preliminaiy invest^tion agamst 
him, and, fearing assassination from vigilantes, the ambassador has sot^ safely hi the prime minister’s home, where he is a virtual prisoner. 

There is every reason to befeve friatthe real reason Haqqani is being targeted is that he is a prominent moderate Muslkn, one of the few 
remainir^ m Pakfetan’s government. Farahnaz Ispahan!, Haqqani’s wife and a menfeer of Pakistan’s parKament, wrote in the Washington Post 
on January iO friat her husband’s case is part of a pattern; ‘The systematic e&nmation ormargjnafiationofevery intellectual and leader in 
Pakistan who has stood up to the institutionalization ofamilitarcedlslarnist state.” She explains, “Ever since the military dictator Mqlammed 
aa ul-Haq created the well-oifed machine ofrel^us extrerrasm, Paketan's progressive and liberal voices have feced allegations oftreason 
and corn^tion.” 


Ms. Ispahani fears that her husband will meet the fete of Puryab’s governor Salman Tasecr and Pakistan’s minister of minorities Afeks 
Shehbaz Bhatti A year ago this month, T^eer was murdered by a member of his security detafl for protesting Pakisten’s blaspherny law and 
speaking up for Asia Bibi, an inpoverished Christian mofoer offivc who, denied her ri^ to due process, has been condemned to deafli under 
that law. When the killer was taken into court, he was showered rose petals by menfoers of the reputedly liberal Pakistani bar association, 

and otherwise heralded as a hero by many others of his countrymea A court Iat«’ convkied the goven»r’s assassin, but in reprisal the judge 
hzTGelfwas targeted for deadi by Muslim fenatics and forced into hidBig. A few weeks after Taseer’s killing, Bhatti was gunned down outside 
his femily*s horns for his own ccnsHerable efforts to repeal the infemous blasphemy law and hs lifebng advocacy of religious tolerance. 


Both Bhatti and Taseer were Haqqani’s personal friends. They shared a visbn of Pakistan as a religbusly and culturalV tolerant and pluralistic 
society. Last sprir^ at the embassy in Washington, Haqqani in an act of undenfeble courage given the trend at home, held a memorial service 
for Bhatti, a Christiaa At it, he ittpiored, “It is time for us to stand ip, courageously against intolerance, apinst discrimination and against 
extrerrasm” 


Before his ambassadoishp, Haqqani was cofleague at the Hudson Institute. When, afier the 9/1 1 tenx)r attacks, some would ask “where 
are the moderates,” he was among the first 1 would poiiH to. Widi a backgromd in traditional Islamic education, as well as in modem studies, 
he worked assHuously as a scholar and writer to expose the “well-oiled machine” of Islamic extremism referenced by his wife in her op-ed. As 
the co-editor of Hudson’s Current Trends in Islamic Ideology, he provided cogent analysis of extremist groups and their svpporters, inchidmg 
those here in the United States, His articles — "‘Weeding Out the Heretics': Sectarianism in Pakistan ." ' The Politiccatioii of Aineifcan Ishm ." 

today. 


In Haqqani’s eulogy for the slain cabinet minister on minorities last year, he forewarned: 
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Those ksho would murder a Salman Taseer <x a ShahbazBhatti deface my religion, my Prophet, my Quran and my 
Allah. Yet, there is an overpowering, uncomfortable and unconsdonable silence from the great majority of 
Pakistanis vitio respect the law, respect the Holy Book, and respect other religions. This silence endangers the 
future of my nation, and to the extent the silence empovwrs extremists, it endangers the future of peace and the 
future of the civilized world. 


This sflcTKc now endangers H^qani himself. There are a number of senskiw security issues on the United State’s prmrity dipbmatic agenda 
with Pakistan. As extremism threatens to engulf that country, oncoffljcmtnustbc saving Husain Haqqani, a true believer in reli^us pktralism 
and tolerance. 


- Nina Shea w the director of the Hudson Institute’s Center for R^Ugious Freedom and co-author, with Paul Marshall, o/‘ Silenced: 

y Press, 20.11), 


® Natfonal Raflew Onine 20t2. A1 Rights Reserved. 
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The Honorable Leon Panctta 
Secretary of Defense 
The Pentagon Room 3E 880 
Washington DC 2030I 

Dear Secretary Panetta: 

I am sure you are aware of the enclosed article by Army Lt. Col. Daniel Davis that recently 
appeared in the Armed Forces Journal regarding the status of our mission in Afghanistan and the 
capabilities of Afghan National Army (ANA) forces. I am deeply troubled by the conclusions reached in 
Col. Davis’ assessment and believe that it further underscores Ae importance of immediately creating the 
Afghanistan/Pakistan Study Group. 

Col. Davis’ piece tracks closely with the latest National Intelligence Estimate’s assessment of 
current and future conditions in the region which I referenced in my January 1 7 letter to you (enclosed). 
These two assessments, coupled with the February 4 United Nations report showing that Afghan civilian 
casualties are increasing and the 20 1 1 Red Team study by NATO on fratricide by ANA forces on 
coalition troops, lend credibility to the growing belief that U.S. strategy in South Asia is not going well. 

In the interest of the soldiers, sailors, airmen and Marines serving - and in many cases dying - in 
Afghanistan, I implore you to immediately establish the Afghanistan/Pakistan Study Group. As I have 
referenced in previous letters to you, Congress has provided the funding for this panel and under the law, 
you can select its members. 

While reasonable people can disagree on specific policy options, I find it difficult to understand 
why the Obama Administration would not embrace a panel of five E>emocrats and five Republicans 
(modeled on the Iraq Study Group on which you and former Secretary Gates served), who love their 
country more than their party, putting their expertise to work and offering constructive recommendations 
to achieve our mission. 

We owe it to the men and women serving in uniform - and the families supporting them - to have 
the best possible long-term strategy for success. 

Best wishes. 


FRW:cw 

P.S. I know you care deeply about our service members serving overseas and that you and your team are 
doing what you think is best for our country. But 1 believe any objective observer would agree we need 
fresh eyes on the target. 

THIS STATtONERV PBHTEDON PAPER MADE OF R€CYC<.ED FIBERS 
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Truth, lies and Afghanistan 

How military leaders have let us down 

By LT. COL. DANIEL L. DAVIS 

I spent last year in Afghanistan, visiting and talking with U.S. troops and their Afghan 
partners. My duties with the Army’s Rapid Equipping Force took me into every 
significant area where our soldiers engage the enemy. Over the course of 12 months, I 
covered more than 9,000 miles and talked, traveled and patrolled with troops in 
Kandahar, Kunar, Ghazni, Khost, Paktika, Kunduz, Balkh, Nangarhar and other 
provinces. 

What I saw bore no resemblance to rosy official statements by U.S. military leaders about 
conditions on the ground. 

Entering this deployment, I was sincerely hoping to learn that the claims were true: that 
conditions in Afghanistan were improving, that the local government and military were 
progressing toward self-sufficiency. I did not need to witness dramatic improvements to 
be reassured, but merely hoped to see evidence of positive trends, to see companies or 
battalions produce even minimal but sustainable progress. 

Instead, I witnessed the absence of success on virtually every level. 

My arrival in country in late 2010 marked the start of my fourth combat deployment, and 
my second in Afghanistan. A Regular Army officer in the Armor Branch, I served in 
Operation Desert Storm, in Afghanistan in 2005-06 and in Iraq in 2008-09. In the middle 
of my career, I spent eight years in the U.S. Army Reserve and held a number of civilian 
jobs — among them, legislative correspondent for defense and foreign affairs for Sen. 
Kay Bailey Hutchison, R-Texas. 

As a representative for the Rapid Equipping Force, 1 set out to talk to our troops about 
their needs and their circumstances. Along the way, 1 conducted mounted and dismounted 
combat patrols, spending time with conventional and Special Forces troops. I interviewed 
or had conversations with more than 250 soldiers in the field, from the lowest-ranking 
19-year-old private to division commanders and staff members at every echelon. I spoke 
at length with Afghan security officials, Afghan civilians and a few village elders. 

I saw the incredible difficulties any military force would have to pacify even a single area 
of any of those provinces; I heard many stories of how insurgents controlled virtually 
every piece of land beyond eyeshot of a U.S. or International Security Assistance Force 
(ISAF) base. 
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I saw little to no evidence the local governments were able to provide for the basic needs 
of the people. Some of the Afghan civilians I talked with said the people didn’t want to 
be connected to a predatory or incapable local government. 

From time to time, 1 observed Afghan Security forces collude with the insurgency. 

From Bad to Abysmal 

Much of what 1 saw during my deployment, let alone read or wrote in official reports, I 
can’t talk about; the information remains classified. But 1 can say that such reports — 
mine and others’ — serve to illuminate the gulf between conditions on the ground and 
official statements of progress. 

And 1 can relate a few representative experiences, of the kind that I observed all over the 
country. 

In January 201 1, 1 made my first trip into the mountains of Kunar province near the 
Pakistan border to visit the troops of 1 st Squadron, 32nd Cavalry. On a patrol to the 
northernmost U.S. position in eastern Afghanistan, we arrived at an Afghan National 
Police (ANP) station that had reported being attacked by the Taliban I'A hours earlier. 

Through the interpreter, 1 asked the police captain where the attack had originated, and he 
pointed to the side of a nearby mountain. 

“What are your normal procedures in situations like these?” I asked. “Do you form up a 
squad and go after them? Do you periodically send out harassing patrols? What do you 
do?” 

As the interpreter conveyed my questions, the captain’s head wheeled around, looking 
first at the interpreter and turning to me with an incredulous expression. Then he laughed. 

“No! We don’t go after them,” he said. “That would be dangerous!” 

According to the cavalry troopers, the Afghan policemen rarely leave the cover of the 
checkpoints. In that part of the province, the Taliban literally run free. 

In June, I was in the Zharay district of Kandahar province, returning to a base from a 
dismounted patrol. Gunshots were audible as the Taliban attacked a U.S. checkpoint 
about one mile away. 

As I entered the unit’s command post, the commander and his staff were watching a live 
video feed of the battle. Two ANP vehicles were blocking the main road leading to the 
site of the attack. The fire was coming from behind a haystack. We watched as two 
Afghan men emerged, mounted a motorcycle and began moving toward the Afghan 
policemen in their vehicles. 
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The U.S. commander turned around and toid the Afghan radio operator to make sure the 
policemen halted the men. The radio operator shouted into the radio repeatedly, hut got 
no answer. 

On the screen, we watched as the two men slowly motored past the ANP vehicles. The 
policemen neither got out to stop the two men nor answered the radio — until the 
motorcycle was out of sight. 

To a man, the U.S. officers in that unit told me they had nothing hut contempt for the 
Afghan troops in their area — and that was before the above incident occurred. 

In August, I went on a dismounted patrol with troops in the Panjwai district of Kandahar 
province. Several troops from the unit had recently been killed in action, one of whom 
was a very popular and experienced soldier. One of the unit’s senior officers rhetorically 
asked me, “How do I look these men in the eye and ask them to go out day after day on 
these missions? Whaf s harder: How do 1 look [my soldier’s] wife in the eye when 1 get 
back and tell her that her husband died for something meaningful? How do 1 do that?” 

One of the senior enlisted leaders added, “Guys are saying, T hope I live so 1 can at least 
get home to R&R leave before I get it,’ or T hope I only lose a foot.’ Sometimes they 
even say which limb it might be: ‘Maybe it’ll only be my left foot.’ They don’t have a lot 
of confidence that the leadership two levels up really understands what they’re living 
here, what the situation really is.” 

On Sept. 1 1, the 10th anniversary of the infamous attack on the U.S., I visited another 
unit in Kunar province, this one near the town of Asmar. I talked with the local official 
who served as the cultural adviser to the U.S. commander. Here’s how the conversation 
went: 

Davis: “Here you have many units of the Afghan National Security Forces [ANSF]. Will 
they be able to hold out against the Taliban when U.S. troops leave this area?” 

Adviser: “No. They are definitely not capable. Already all across this region [many 
elements of] the security forces have made deals with the Taliban. [The ANSF] won’t 
shoot at the Taliban, and the Taliban won’t shoot them. 

“Also, when a Taliban member is arrested, he is soon released with no action taken 
against him. So when the Taliban returns [when the Americans leave after 2014], so too 
go the jobs, especially for everyone like me who has worked with the coalition. 

“Recently, I got a cellphone call from a Talib who had captured a friend of mine. While 1 
could hear, he began to beat him, telling me I’d better quit working for the Americans. I 
could hear my friend crying out in pain. [The Talib] said the next time they would kidnap 
my sons and do the same to them. Because of the direct threats, I’ve had to take my 
children out of school just to keep them safe. 
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“And last night, right on that mountain there [he pointed to a ridge overlooking the U.S, 
base, about 700 meters distant], a member of the ANP was murdered. The Taliban came 
and called him out, kidnapped him in front of his parents, and took him away and 
murdered him. He was a member of the ANP from another province and had come back 
to visit his parents. He was only 27 years old. The people are not safe anywhere.” 

That murder took place within view of the U.S. base, a post nominally responsible for the 
security of an area of hundreds of square kilometers. Imagine how insecure the 
population is beyond visual range. And yet that conversation was representative of what I 
saw in many regions of Afghanistan. 

In all of the places I visited, the tactical situation was bad to abysmal. If the events I have 
described — and many, many more I could mention — had been in the first year of war, 
or even the third or fourth, one might he willing to believe that Afghanistan was just a 
hard fight, and we should stick it out. Yet these incidents all happened in the 10th year of 
war. 


As the numbers depicting casualties and enemy violence indicate the absence of progress, 
so too did my observations of the tactical situation all over Afghanistan. 

Credibility Gap 

Tm hardly the only one who has noted the discrepancy between official statements and 
the truth on the ground. 

A January 2011 report by the Afghan NGO Security Office noted that public statements 
made by U.S. and ISAF leaders at the end of 2010 were “sharply divergent from IMF, 
[international military forces, NGO-speak for ISAF] ‘strategic communication’ messages 
suggesting improvements. We encourage [nongovernment organization personnel] to 
recognize that no matter how authoritative the source of any such claim, messages of the 
nature are solely intended to influence American and European public opinion ahead of 
the withdrawal, and are not intended to offer an accurate portrayal of the situation for 
those who live and work here.” 

The following month, Anthony Cordesman, on behalf of the Center for Strategic and 
International Studies, wrote that ISAF and the U.S. leadership failed to report accurately 
on the reality of the situation in Afghanistan. 

“Since June 2010, the unclassified reporting the U.S. does provide has steadily shrunk in 
content, effectively ‘spinning’ the road to victory by eliminating content that illustrates 
the full scale of the challenges ahead,” Cordesman wrote. “They also, however, were 
driven by political decisions to ignore or understate Taliban and insurgent gains from 
2002 to 2009, to ignore the problems caused by weak and corrupt Afghan governance, to 
understate the risks posed by sanctuaries in Pakistan, and to ‘spin’ the value of tactical 
ISAF victories while ignoring the steady growth of Taliban influence and control.” 
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How many more men must die in support of a mission that is not succeeding and behind 
an array of more than seven years of optimistic statements by U.S. senior leaders in 
Afghanistan? No one expects our leaders to always have a successful plan. But we do 
expect — and the men who do the living, fighting and dying deserve — to have our 
leaders tell us the truth about what’s going on. 

1 first encountered senior-level equivocation during a 1997 division-level “experiment” 
that turned out to be far more setpiece than experiment. Over dinner at Fort Hood, Texas, 
Training and Doctrine Command leaders told me that the Advanced Warfighter 
Experiment (AWE) had shown that a “digital division” with fewer troops and more gear 
could be far more effective than current divisions. The next day, our congressional staff 
delegation observed the demonstration firsthand, and it didn’t take long to realize there 
was little substance to the claims. Virtually no legitimate experimentation was actually 
conducted. All parameters were ctirefully scripted. All events had a preordained sequence 
and outcome. The AWE was simply an expensive show, couched in the language of 
scientific experimentation and presented in glowing press releases and public statements, 
intended to persuade Congress to fund the Army’s preference. Citing the AWE’s 
“results,” Army leaders proceeded to eliminate one maneuver company per combat 
battalion. But the loss of fighting systems was never offset by a commensurate rise in 
killing capability. 

A decade later, in the summer of 2007, 1 was assigned to the Future Combat Systems 
(FCS) organization at Fort Bliss, Texas. It didn’t take long to discover that the same thing 
the Army had done with a single division at Fort Hood in 1 997 was now being done on a 
significantly larger scale with FCS. Year after year, the congressionally mandated reports 
from the Government Accountability Office revealed significant problems and warned 
that the system was in danger of failing. Each year, the Army’s senior leaders told 
members of Congress at hearings that GAO didn’t really understand the full picture and 
that to the contrary, the program was on schedule, on budget, and headed for success. 
Ultimately, of course, the program was canceled, with little but spinoffs to show for $18 
billion spent. 

If Americans were able to compare the public statements many of our leaders have made 
with classified data, this credibility gulf would be immediately observable. Naturally, I 
am not authorized to divulge classified material to the public. But I am legally able to 
share it with members of Congress. I have accordingly provided a much fuller accounting 
in a classified report to several members of Congress, both Democrats and Republicans, 
senators and House members. 

A nonclassified version is available at http;//www.afghanreport.com/. [Editor’s note: At 
press time, Army public affairs had not yet ruled on whether Davis could post this longer 
version.] 

Tell The Truth 

When it comes to deciding what matters are worth plunging our nation into war and 
which are not, our senior leaders owe it to the nation and to the uniformed members to be 
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candid — graphically, if necessary — in telling them what’s at stake and how expensive 
potential success is likely to be. U.S. citizens and their elected representatives can decide 
if the risk to blood and treasure is worth it. 

Likewise when having to decide whether to continue a war, alter its aims or to close off a 
campaign that cannot be won at an acceptable price, our senior leaders have an obligation 
to tell Congress and American people the unvarnished truth and let the people decide 
what course of action to choose. That is the very essence of civilian control of the 
military. The American people deserve better than what they’ve gotten from their senior 
uniformed leaders over the last number of years. Simply telling the truth would be a good 
start. 
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Mr. Wolf. Mr. Culberson. 

Mr. Culberson. Thank you, Mr. Chairman. 

And thank you, Mr. Secretary, for your service to the country 
and for being here with us today. Yours is a complex and difficult 
job. 

It is our job not only to oversee the money that you spend but 
the responsibilities of the agency and to do what we can to help 
you fulfill the responsibilities of the Department as codified in title 
15 of the U.S. Code. Section 1512 says, “it shall be the province 
and duty of said Department to foster, promote, and develop the 
foreign and domestic commerce, the mining, manufacturing, and 
fishery industries of the United States.” Our largest trading part- 
ner, I believe, is Canada at about $48 billion in January. The sec- 
ond largest is China, of course. I think they are at $45 billion, and 
then Mexico at about $42 billion in January. According to the num- 
bers I have just seen recently. 

TRADE LAWS ENFORCEMENT 

The Department of Commerce’s responsibility is to foster and de- 
velop American commerce. You said you introduced a company to 
Central America in your opening statement, a small company, and 
helped promote their efforts overseas. Are you actively involved in 
introducing American companies to the Chinese, to open opportuni- 
ties in China? 

Secretary Bryson. Yes. 

Mr. Culberson. And to foster development of economic ties be- 
tween American companies and Chinese companies? 

Secretary Bryson. Yes. 

Mr. Culberson. It is obviously in our Nation’s interest to do 
whatever we can to promote foreign trade, but Chairman Rogers 
correctly pointed out that the scale of the trade deficit with China 
is of great concern. They are obviously deliberately subsidizing the 
value of their currency and hammering us on every front. Chair- 
man Wolf has quite correctly zeroed in on the cyber threat that the 
Chinese pose. 

In my opinion, the greatest national security threat we face I 
share with the Joint Chiefs of Staff. The previous Joint Chief 
Chairman said America’s greatest long-term strategic threat is the 
national debt. There is the obvious threat from the Iranians, God 
bless the Israelis and the threat they face every day and our duty 
to stand by them, we have obviously got a threat from al-Qaeda 
and terrorism. 

But, strategically, our greatest strategic threat as a Nation is 
China. And it is my understanding that by the year 2015, three 
short years from now, the Chinese military will be in a position to 
announce their own Monroe Doctrine for the South China Sea. 
They will be so powerful militarily and in such a strong position 
that they will be able to absorb Taiwan, if they wish, militarily, 
and no one will be in a position to stop them. Economically, I un- 
derstand their economy will surpass ours by the year 2016. 

What I am leading up to, I really want to zero in on what specifi- 
cally the Department of Commerce is doing to protect American 
companies, the American economy, from the predatory practices of 
the Chinese, not just in subsidizing their currency in unfair trade 
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practices. You have the tools that Chairman Rogers mentioned ear- 
lier, the countervailing duties. You mentioned the GBX case, that 
you have now had those tools restored not only by the courts but 
by the Congress. 

So I would like to get real specific, in particular with counter- 
vailing duties and requiring China to fulfill their obligations as a 
member of the World Trade Organization. Can you talk to us spe- 
cifically about what the Department is doing today and will do next 
week and next month to rein in Chinese abuses and ensure that 
they fulfill their obligations as a member of the World Trade Orga- 
nization? 

Secretary Bryson. Yes. As I indicated, there will be a decision 
that will be announced later today in exactly that sector with re- 
spect to a China issue. We take very seriously our responsibilities 
for enforcement of the trade laws. This legislative step, restoring 
all those cases that we have over the last several years brought to 
conclusion for countervailing duties is an enormously important 
step. We will continue to do that and do more. We will also now 
have the support of the ITEC in carrying that yet further. It is crit- 
ical. 

Mr. Culberson. What specifically are you going to do? 

Secretary Bryson. Case by case, the way as I think you know, 
is that countervailing duty processes, the antidumping processes, 
are quasi-legal processes, so we go through a series of open, trans- 
parent, law-abiding steps. So they don’t — these things don’t happen 
overnight. They are done with considerable care. Because we build 
cases that are enforceable cases. And we will continue to do that 
but at a yet higher intensity rate. 

Mr. Culberson. So later this afternoon we could expect fairly 
dramatic and decisive action from the Department? 

Secretary Bryson. In one particular but very important case, 
yes. 

Mr. Culberson. I hope that is designed not only to address a 
violation in that case, but is this also intended to be a signal to the 
Chinese that things have changed and more aggressive action is to 
come? 

Secretary Bryson. It is a very important case. I can’t speculate 
in any way until this announcement takes place, but it is a specific 
case. It shouldn’t be understood as 10 cases. It is the way this is 
done. It is a very important case. And it is a decision, not just the 
initiation of a case. 

Mr. Culberson. So the Chinese should not interpret this action 
later today as a signal that the Administration is going to really 
get tough in enforcing the law and compelling China to fulfill its 
obligations as a member of the World Trade Organization? China 
should not draw that conclusion? This is just an isolated case and 
you are not going to pursue aggressively other enforcement action? 

Secretary Bryson. Let me take you to the initiative that the 
President announced. I joined him in that. With respect to another 
case, the so-called rare earth case, a critically important case, that 
was — I believe that was Friday of last week, another vitally impor- 
tant case. The Chinese will see that this is high-intensity, very fo- 
cused enforcement of the trade laws. 
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Mr. Culberson. Let’s talk briefly about rare earth then. I am 
sorry. I missed the announcement. What is the Administration 
doing to attempt to curtail China’s aggressive attempt to control 
the rare earth supplies? I think they control 97 percent of the rare 
earth element production on the face of the planet — 97 percent — 
and they just used it against the Japanese. 

A Chinese military vessel, hit, deliberately rammed a Japanese 
ship two years ago; and the Japanese captain arrested the Chinese 
captain because the ships were apparently locked together. It was 
a deliberate collision. The Chinese were at fault. The Japanese ar- 
rested the captain. I think they took a couple of the officers into 
custody. Correct me if I am wrong, Mr. Secretary. But the Chinese 
responded by cutting off Japanese access to rare earth elements, 
and the Japanese released the captain of the Chinese vessel almost 
immediately. 

So what is this Administration doing to protect the United States 
of America and, for example, our semiconductor industry, our man- 
ufacturing from the obvious near monopoly the Chinese have of 
rare earth elements? You said that something was announced on 
Friday. I am looking for specifics. 

I gather you detect from virtually every question you have gotten 
from the Subcommittee has been focused on the strategic threat 
posed to the United States by China. What specifically are you 
going to do to protect our manufacturers against a monopoly exer- 
cised by China over rare earth elements, for example? 

Secretary Bryson. With regard to rare earth, the way this 
works, we do this with the U.S. Trade Representative. The U.S. 
Trade Representative takes the case. We at the Commerce Depart- 
ment provide the substantial backup analysis of these cases. The 
cases are filed, and this is an extremely important case. 

And you are right. What China has at this time is a monopoly 
effectively of rare earth around the world, and the rare earth mate- 
rials are critical materials for a whole range of advanced tech- 
nology. And what appears to have happened in these cases — and 
we go forth in this case now — is the Chinese have this monopoly 
so they can control the pricing around the world. 

Mr. Culberson. Right. 

Secretary Bryson. And the further belief we have is that they 
have not applied those prices toward China and state-owned enter- 
prises or otherwise in China but apply those to the U.S. and others. 

Mr. Culberson. Sure. A classic monopoly. 

What was announced on Friday and what specifically 

Secretary Bryson. They are going forth with a case. 

Mr. Culberson. What are you doing to open up American sup- 
plies of rare earth elements in, for example. Federally owned land 
in the United States? 

Secretary Bryson. There are efforts around the world. We know 
of no rare earth availability in the United States. 

Mr. Culberson. Australia has significant deposits, I believe. 

Secretary Bryson. Australia may have some. Vietnam may have 
some. Australia and we think Vietnam are both looking. But, right 
now, we are in a situation, and it may continue to be the case for 
some period of time, and that is that China has an effective monop- 
oly. 
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Mr. Culberson. The Chairman has been very generous with the 
time, as he always is with all of us, but I want to bring to your 
attention, and I want to share this with the Subcommittee mem- 
bers, an article that is just absolutely an incredible article that just 
was published on March 15 in Bloomberg involving an American 
superconductor corporation that manufactures computer systems 
that serve as electronic brains of wind turbines. Are you familiar 
with the case? 

Secretary Bryson. Yes, I am. 

Mr. Culberson. The Chinese stole the source code. AMSC had 
gone into business with a Chinese company called Sinovel, the larg- 
est manufacturer of wind turbines in China, and AMSC, the Amer- 
ican semiconductor company, discovered that Sinovel had stolen 
the source code for the operating system that AMSC had developed 
to control the operation of wind turbines. And the theft had the re- 
sult, once the Chinese had ahold of the source code, 40 percent of 
AMSC’s value was erased in a single day on the stock market and 
84 percent of their value was erased by September. AMSC’s stock 
chart today looks like the electrocardiogram of a person rushing to- 
wards a white light. 

Let me just close with this, and I really want to ask you to talk 
again very specifically. The director of the National Security Agen- 
cy said at a security conference in New York in January that Chi- 
nese theft of intellectual property is the greatest transfer of wealth 
in history. And, thanks to Chairman Wolf, I got a briefing at the 
FBI cyber warfare headquarters. 

I hope, Mr. Fattah, if you get some time, all of us ought to go 
out there and see it. It is really eye opening. It is the best briefing 
I have had in 10 years. 

They are like army ants. What the Chinese are doing is literally 
like army ants, systematically stripping every piece of intellectual 
property, anything of value. This is so far beyond the sack of Con- 
stantinople. This is beyond the sack of Rome. This is deliberate, 
systematic theft of every piece of intellectual property of any value 
on the Internet, organized, planned, and executed by the Chinese 
government. You essentially agree with that, right? 

Secretary Bryson. I absolutely agree with the AMSC case. 

Mr. Culberson. What about what I just described, is this is a 
systematic attempt by the Chinese to steal as much, if not all, in- 
tellectual property that they can get their hands on through the 
Internet and cyberspace? 

Secretary Bryson. There are a large number of violations of in- 
tellectual property. 

Mr. Culberson. We are all asking about this. So I hope you will 
raise this to a top priority. 

Secretary Bryson. It is a top priority right now. 

Mr. Culberson. What are you doing to protect American intel- 
lectual property when you foster these relationships between an 
American company and a Chinese company, when we know it is 
documented by the FBI, by the national counterintelligence agency, 
which just issued a report on the scale of Chinese theft? We know 
the Chinese are fostering these developments. It appears inten- 
tional, systematic, and comprehensive to steal intellectual property 
from American companies. What is the Department of Commerce 
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doing to protect American intellectual property when these rela- 
tionships are developed between a Chinese company and an Amer- 
ican company? 

Secretary Bryson. What we are doing is what I have described 
in enforcement of the trade laws. You are asking a little broader. 

Mr. Culberson. I am asking about intellectual property and 
cyber theft; what can you do? 

Secretary Bryson. We simultaneously believe that providing U.S. 
exports to China from U.S. businesses is very important for the 
U.S. economy, and so we work hard on that. And those U.S. ex- 
ports to China have increased very significantly. 

Mr. Culberson. What are you doing to protect American intel- 
lectual property? 

Secretary Bryson. The enforcement of the trade laws. That is 
what we do, and we do it with others. We believe that China is a 
factor in the global economy and will be in the future. We intend 
to have the U.S. remain the strongest country in the world in a 
global economy, and we think working with China to ensure that 
they in every respect 

And, by the way, the case filed a week ago, you mentioned 
Japan, Japan joined us in filing that case on the rare earths. But 
we think it is right to do both, advance U.S. exports to China and 
ensure that the Chinese all the time face all of the challenges we 
can provide where they violate the rules. 

Mr. Culberson. Thank you. 

Mr. Chairman, you have been very generous with the time. I ap- 
preciate it. 

Obviously, enough is not being done. We are not doing enough, 
and the problem is immense. I hope you will do more. 

Mr. Wolf. Mr. Honda. 

Mr. Honda. Thank you, Mr. Chairman. 

Welcome, Secretary. 

Secretary Bryson. Thank you. 

FOREIGN INVESTMENTS 

Mr. Honda. Let me just go off script for a moment. 

On the foreign investments, we are talking about foreign invest- 
ments from China. The Department of Commerce and the State 
Department, what is their attitude about working with China and 
having them invest their moneys in our country for job creation, 
creating manufacturing, and things like that? What is our position 
on that? 

Secretary Bryson. Our position with regard to foreign direct in- 
vestment in the United States, I take it you are asking that ques- 
tion investing here in facilities, operations, infrastructure, we have 
approached that with caution, but we are open to and would value 
investment in operations as we do with regard to other countries 
around the world in facilities here. 

So the Chinese invested very heavily in U.S. Treasury debt. We 
are open to having them invest in facilities here. And there is small 
but growing numb^er of investments they are making, taking minor- 
ity positions in some businesses here in the United States; and, 
under the right standards, we are supportive of that. 



78 


Mr. Honda. The standards that you require they meet, are they 
any different than any other country that needs to meet those 
standards? 

Secretary Bryson. We take a more cautious position with regard 
to China investment, for example, in infrastructure in the United 
States, because we want to take a step at a time in the cir- 
cumstances in which we believe that China in various respects is 
not giving us real compliance with international trade laws. 

Mr. Honda. So you are saying that we treat China differently be- 
cause of how they are treating us in terms of our investments over- 
seas? 

Secretary Bryson. Yes. 

Mr. Honda. So the Chinese government, are we making a dis- 
tinction between investment by the Chinese government and those 
who are not with the government? 

Secretary Bryson. I am sorry, do we make a distinction be- 
tween — 

Mr. Honda. Investments from the Chinese government 

Secretary Bryson. As opposed to private? 

Mr. Honda [continuing]. Versus private? 

Secretary Bryson. That is a good question, and I would like to 
get back to you with a clearer response than I can provide right 
now. 

[The information follows:] 
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Distinction between Chinese Government vs, 
Chinese Private Sector Investment in the USA 


The Bureau of Economic Analysis (BEA) within the U.S. Department of Commerce 
tracks the data to which Congressman Honda is referring. 

• Direct Investment & Multinational Companies (MNCs) 

o This is where official USG data on foreign direct investment (EDI) in 
the United States comes from. 

o BEA defines FDI in the United States as “ownership or control, direct 
or indirect, by one foreign person of 10 percent or more of the voting 
securities of an incorporated U.S. business enterprise or an equivalent 
interest in an unincorporated U.S. business enterprise.” 
o According to BEA, Chinese companies have invested a total stock of 
FDI in the U.S, economy totaling about $5.8 billion (2010 data, the 
most recent available). The total stock of FDI residing in the United 
States as of 2010 totaled more than $2.3 trillion. China is, therefore, 
according to this data, a small investor in the United States. But 
between 2005 and 2010 China was the fastest growing investor in the 
U.S., realizing a compound annual growth rate in its stock FDI 
position of 53 percent during that 5 year period, 
o This FDI data does not differentiate between private Chinese 

companies and State Owned Enterprises (SOEs). As Secretary Bryson 
noted in his testimony, China, a Communist country, has a much 
larger proportion of SOEs in its economy than does the United States. 
But if they invest in the U.S. economy through a foreign direct 
investment, that investment shows up in USG data as FDI data. 

• Chinese ownership of U.S. Treasury Securities - This information is kept by 
the U.S. Department of the Treasury 
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Secretary Bryson. China, as you know, is a Communist country, 
and it is a country with very central control. So there is for us the 
question of whether the private businesses in China are truly pri- 
vate and separate from the controls of the Federal government. 

Mr. Culberson. Thank you. 

Mr. Honda. Don’t thank me yet. 

But I do want to make an effort to start to clarify some of our 
comments and some of our suspicions and to have it on a fair play- 
ing ground. We talk about manipulation of currency. Do we manip- 
ulate our currency in this country? 

Secretary Bryson. We do not. Our currency operates in the mar- 
ket, market forces. 

Mr. Honda. It seems to me that the finance director of Germany 
had stated that the way we use the Federal Reserve moneys to ma- 
nipulate our inflation, he considered that a manipulation of cur- 
rency. Is that a correct statement? 

Secretary Bryson. It doesn’t seem to me a correct statement. We 
have market currency rates. That is what we do, and the world has 
known that for a very long time. And that is a reason why invest- 
ments in U.S. Treasury bills, investments generally in the United 
States, have been the investments most made around the world. 
Foreign direct investment and in every other way. 

What we are saying with regard to China is they simply have to 
abide by the rules all the rest of us have to abide by. To the extent 
they don’t, we have to take steps. 

Mr. Honda. So the way they do business in terms of trade, they 
have different exchange rates for every country that they have bi- 
lateral agreements with, and is that in violation of the WTO? 

Secretary Bryson. They have the same currency, controlled as it 
is in sales wherever they go. 

Mr. Honda. But they use it in a different manner? 

Secretary Bryson. Well, they control the currency, and so they 
have increased until they had a run for 10 or 12 months in which 
they began to step the currency rates. Now they have stopped that 
again. 

There is a larger set of questions here. They are now dealing 
with inflation in their economy. They are dealing with much higher 
cost of payments to their workers. They have more protesting 
workers. China is a major, major factor in the economy of the 
world, but I do not take the view at all that it is inevitable that 
somehow China will dominate us. I believe that doing the things 
that we do, and do right, we will continue to be the dominant econ- 
omy, the largest economy in the world for decades or decades 
ahead. 

Mr. Honda. That is not the purpose of my question, whether we 
are dominant or not, or my fear of them dominating the world 
economy. I think history shows fluctuations between economies. 

I just want to be clear on terminologies. Because words carry im- 
ages and sometimes images bring about anxiety, you know. So I 
think when we are strong in our own sense of this country, this 
country will be safer. 
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SURVEY OF INTERNATIONAL AIR TRAVELERS 

There is a question about the Office of Travel and Tourism in- 
dustries. And we talk about our economy and businesses, and we 
talk about travel and tourism. I understand that the U.S. Travel 
Association supports SIAT and that the Office of Travel and Tour- 
ism has ended a survey that they were conducting. It seemed like 
the survey was an important tool to find out how we are doing in 
the area of tourism. Is there a reason that the OTTI had ended the 
survey? 

Secretary Bryson. So, Mr. Congressman, I am not sure that I 
am understanding. Would you state that again? 

Mr. Honda. Sure. The Office of Travel and Tourism Industries 
within the ITA ended a survey of international air travel, SAIT. 
This is a voluntary survey, and it is good information in terms of 
resources for travel and tourism industries to efficiently allocate re- 
sources. And I understand that the OTTI had ended that survey. 
Is there a reason why that was done? 

Secretary Bryson. I just don’t know that. I am sorry, but I will 
get a response to you in the next few days. 

Mr. Honda. I appreciate that. I am surprised you know so much. 

[The information follows:] 

Survey of International Air Travelers 

The Survey of International Air Travelers (SIAT) is still being conducted. How- 
ever the Department of Commerce’s FY13 budget request eliminated funding for 
SIAT and several other programs and initiatives in line with the President’s budget 
reduction effort. We are trying to identify alternative options and sources of funding 
to put the SIAT on a sustainable financial footing. These alternatives include coop- 
erative agreements with other agencies or organizations to collect the relevant data, 
and reducing the overall cost of SIAT through the use of new methodologies or tech- 
nologies to collect and process the data. 

MINORITY BUSINESS DEVELOPMENT AGENCY 

Mr. Honda. The other question I had was about the Minority 
Business Development Agency, MBDA, which I think is a very suc- 
cessful enterprise. Right now, it appears because of budget cuts 
that we are losing enterprise centers. I think the movement is to 
bring them all here to D.C. and let all of the work that the enter- 
prise centers do work out of Washington, D.C. 

But the effectiveness and the efficiency and the outreach that 
these national centers have in their current locations seems to be 
of high importance and very effective. I don’t know why we are 
doing this if we are trying to outreach and encourage a continu- 
ation of this effort of having minority business development con- 
tinue. 

Mr. Fattah. If the gentleman would yield for one second, for the 
Secretary and the Chairman, we are going to have to wrap up 
around noon. I wanted everybody to be aware as we go forward we 
need to be more concise with questions and answers. 

Mr. Honda. I think we have been very concise on this side. 

Mr. Fattah. Always. 

Mr. Honda. Is there a decreasing support of the program, 
MBDA, in the Department? I just wonder what the strategy of the 
Commerce Department is for this program. 
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Secretary Bryson. The strategy is to make the program yet more 
productive, and what is being done is reducing costs of sites where 
we have facilities and replacing them with the 38 MBDA Business 
Centers that we have around the country that are very low-cost 
sites for us. So, yes, some people are being brought back to Wash- 
ington, D.C. It is simply a way to reduce costs and we believe have 
yet higher value in reaching out to minority businesses. 

Mr. Honda. If I understand it correctly, we are not losing any 
staff. We are closing and terminating our contracts with GSA, 
whose impacts will not occur until the next year. And so the cur- 
rent year we seem to be looking at just the contracts that we have 
in terms of leases. 

It seems to me it is a small amount of money that we are looking 
at, and when you look at the small amount of money versus the 
efficiency that these five central offices have in the country, it 
seems like we are going backwards. 

Secretary Bryson. David Hinson, who heads that bureau, has 
made this judgment. I think it is a very good judgment. We can get 
better returns, reach more businesses, by not having any of the 
funding that we have diverted into costly locations. Instead, we will 
better support having these local MBDA Businesss Centers, 38 of 
them, if I recall. 

Mr. Honda. I guess I would disagree. If you received the funds 
that would cover the leases, would you reverse your position? 

Secretary Bryson. So what we are doing is saving over $800,000 
a year. 

Mr. Honda. Starting when? 

Secretary Bryson. Starting as we make those changes. And, yes, 
those are under way. 

Mr. Honda. What are we sacrificing in terms of outreach and ef- 
ficiency? Have we put a number to that? 

Secretary Bryson. We believe we enhance efficiency and produc- 
tivity. We think that we get more. 

In light of the time, I don’t want to take more time, but why 
don’t we have David come and sit down and talk with you and take 
you through it. I think you have a great interest, and we admire 
and like that. We count on this program. I would like to have the 
bureau head of that program sit down with you when we can ar- 
range that. 

Mr. Honda. And perhaps we can also talk about the redesigned 
proposals for the Native American Enterprise Centers, too, then. 
Because I think for these programs we should be investing, rather 
than pulling back, and there are probably other things that we can 
do. And I will wait for that meeting. 

AMERICAN COMMUNITY SURVEY 

A quick question, Mr. Chairman, on the American Community 
Survey under the U.S. Census Bureau. I guess the Bureau is ask- 
ing for a decrease of $11 million for the ACS. Can you explain the 
reason for the decrease? The money that was returned to the Bu- 
reau, is that still in the coffers? If it is, why don’t we dip into that? 

Secretary Bryson. Yes. The money in the Census Bureau is 
there. The big focus and use of that money, and we think it is a 
valuable focus, is now taking the series of steps we can be taking 



83 


now in advance of movement towards the 2020 decennial census by 
finding less costly ways to more effectively reach more people in 
our census count. 

That census count is so critically important and, to the extent 
that we don’t reach people electronically in highly efficient ways, 
the costs of the census go up highly. So we are doing a series of 
pilot programs to test that. That is what that money is being used 
for, and we think it is a highly valuable use of the money so that 
we can more effectively reach with more reliable results the popu- 
lation that ought to be counted. 

Mr. Honda. So you are taking $11 million and redirecting it into 
pilot programs? 

Secretary Bryson. Yes. Right now. Right, for the 2013 budget, 
the budget before you now. Yes. 

Mr. Honda. To reach more people electronically. Are you telling 
me that we will do a better job than we did last time on these 
kinds of equipment? 

Secretary Bryson. Yes. We believe we can do yet better than 
what was done in what I think was quite a good census in 2010. 

Mr. Honda. So I guess we should expect a more frequent report- 
ing out on this program then if it is going to entail electronics, be- 
cause the handheld stuff that we said we were going to do cost us 
time and money and a lot of aggravation. If you are looking at ex- 
tending this to a greater population, I would be interested in how 
you are going to be looking at language assistance through other 
language-targeted communities so that we in fact eliminate this 
thing we call undercounting in language communities. 

Secretary Bryson. Yes, I believe we should provide you very ap- 
proximate — when we get results in these programs, we should pro- 
vide you that information and will. 

Mr. Honda. And you have an advisory group, I believe? 

Secretary Bryson. That is true. 

Mr. Honda. And I think that they should be included early on 
in planning because when we heard from them, they made some 
very pointed critical comments that should be incorporated in this 
go around. 

Secretary Bryson. Yes. 

Mr. Honda. Thank you. 

Mr. Wolf. Mr. Schiff. 

Mr. Schiff. Thank you, Mr. Chairman. 

Thank you, Mr. Secretary. Nice to see you again. Thanks for your 
work. 


VISA AVAILABILITY 

I just had one general question. I think that is all I will have 
time for. And that is the intersection of immigration and our econ- 
omy and three different facets of it. Just to put it on your radar 
screen, Charlie Bass and I introduced a bill called the INVEST Act 
that would essentially create a new visa category for those that are 
foreign students studying, getting STEM degrees at institutions 
like CalTech in our neighborhood, who graduate, want to stay, 
start a business and hire Americans, and we kick them out of the 
country, which seems enormously counterproductive to me, given 
that we are not creating enough engineers and scientists here. 
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But I am interested to get your thoughts on the challenges to 
continue to track the best and the brightest. Similar challenges in 
terms of my colleague asked about the tourism industry, we would 
benefit from a tremendous increase in tourism in places like New 
York, Los Angeles, elsewhere, if it were not so hard to get a visa 
to come here. That is deterring a lot of people from coming to visit. 
And similarly, the EB-5 program would benefit, we would benefit 
from a lot of investment if we were able to more expeditiously proc- 
ess the security checks for the EB-5s. 

And I know a lot of these have similar issues. The conflict be- 
tween the demands of our economy on the one hand and the need 
to make sure that we do not let people in the country who mean 
to do us harm. Can you shed any light on efforts you are making 
to increase tourism, as well as continue to track the best and the 
brightest and investments from around the world? 

Secretary Bryson. Yes, I will give a brief response with respect 
to that. Let’s talk first maybe about the tourist visas. The Presi- 
dent made a commitment about 1 month ago. We were at Walt Dis- 
ney World, that happened to be the site for it. And he committed 
that 40 percent improvement in visa availability to key countries, 
including Brazil, as a notable jumping off point, conceivably from 
Miami, but with respect to China, with respect to India, and those 
steps have been taken now. So a special credit to the State Depart- 
ment and the Homeland Security Department, those steps have 
been taken. 

With regard to the point about the most talented students in the 
world and the great attraction and appeal of our premier univer- 
sities and the fact that we have benefitted from having those stu- 
dents, the point is an incredibly important one. And there is almost 
everywhere I go talking with high-tech businesses, and I talk to a 
lot of them, they put a huge priority on that, that is an important 
step to be taken, and we need to address that in my judgment. So 
the homeland security, the response to 9/11, curtailed some of that, 
and that is hurting us, and we need to address it more fully. 

Mr. SCHIFF. Can you comment though just very briefly the EB- 
5 program and how you see that working, changing, not working? 

Secretary Bryson. I do not know enough to give you a good re- 
sponse to that. 

Mr. ScHiFF. I heard from a number of people that we would be 
able to attract a lot of financial investment if we had a better func- 
tioning EB-5 program, and we were able to get through the secu- 
rity clearances more expeditiously because they proved a great de- 
terrent to foreign investment. 

Secretary Bryson. I understand the point, and I am sorry I do 
not — I will dig into it and I will. 

Mr. SCHiFF. Thank you. 

Thank you, Mr. Chairman. 

Mr. Wolf. Mr. Serrano. 

Mr. Serrano. Thank you, Mr. Chairman. 

I know we are very short on time so let me be very brief. First 
of all, I would like to associate myself with Mr. Honda’s comments 
about the MBDAs and the importance of keeping them strong. 

Secretary Bryson. Yes. 
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Mr. Serrano. And my only question, and I will submit the other 
questions for the record, Mr. Chairman 

Mr. Wolf. Without objection. 

TSUNAMI WARNING CENTERS 

Mr. Serrano [continuing]. We have tsunami warning centers in 
Hawaii. We have tsunami warning centers in Alaska. We have 
been asking for years what the possibility is of one in the Carib- 
bean. And there is plenty of information, scientific information, and 
actual factual information that indicates that there have been 
many problems in that area and that that is possibly a danger 
area. Just recently, there was an earthquake just last May, a 5.4 
earthquake in the Atlantic Ocean, northwest of Puerto Rico, caus- 
ing tremors on the island and the Dominican Republic. And history 
shows that there have been 96 tsunamis in that region for a long, 
long time. 

Very briefly, last year. Congressman Pierluisi, a Representative 
from Puerto Rico, and Congresswoman Christensen and myself, she 
being from the Virgin Islands, introduced H.R. 1100, which would 
direct NOAA to establish and operate an additional tsunami warn- 
ing center to be located in the Caribbean. So my question to you 
is, what is your agency’s position on the establishment of a new 
tsunami warning center in the Caribbean? And understanding the 
difficulties and the budgeting these years, could we work together? 
My office really would be much willing, with Mr. Pierluisi and 
other members, to work with you to make this a reality. It is no 
longer a luxury or just a plum given to an area, but rather a very 
needed situation. What can you tell us on that? 

Secretary Bryson. The tsunami warning centers in Hawaii and 
Alaska were designed to and do reach very, very broadly. So the 
identification of the tsunami from those bases is critically impor- 
tant. And I believe the judgment of NOAA is that those centers 
reach the Caribbean and would offer protection. 

But you are raising a question, and I want to get back to you to 
make certain that what I am saying to you is sound. So let me not 
go any further on this, but have the right person at NOAA, a sen- 
ior person at NOAA, come promptly to you with respect to that. 

Mr. Serrano. Well, I appreciate that. And I understand the ar- 
gument that centers are set up in one place, and they can reach 
other places. But when you see what happened in other places of 
the world, where people could have, should have known that this 
was coming, and it did not happen, people did not know, they were 
taken by surprise, then you wonder how secure is it to say that you 
could have a place in Hawaii watching out for what happens in 
Puerto Rico and the Virgin Islands. That is a long, long way. And 
I am not disputing science and technology. These days, they can do 
anything they want. But I think there is a need to revisit the issue 
of whether Alaska and Hawaii can take care of what is happening 
in the Caribbean. 

Mr. Wolf. Thank you, Mr. Serrano. 

I share Mr. Serrano’s concern. And I think we will ask that ques- 
tion, or you may want to come this afternoon when the head of 
NOAA is there. But I think he makes a legitimate point. I want 
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to be sure so we will work with Mr. Serrano, too, but I share that 
and we want to make sure that we are making sure 

Secretary Bryson. I will get that right back to you. And I know 
that outreach and education are done in the Caribbean. But you 
are asking the question the actual warning centers. We will get 
back to you with respect to that. 

Mr. Serrano. And keep in mind, Mr. Chairman, that this warn- 
ing center, you know, a lot of what we do in this country helps 
other countries. That warning center will not just be helpful to our 
territories in the Caribbean, but it will also be helpful to all the 
other people in that area. 

Mr. Wolf. I thank you. 

Mr. Secretary, thank you very much for your testimony. We will 
have a number of other questions. And let me just say I think you 
did very well today. I just want to thank you. You are open, candid, 
did not duck, did not spin. And so for anybody who was concerned 
how you did, I will give you a very high grade. I think you did very 
well. Hearing adjourned. 

Secretary Bryson. Thank you very much. 
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Questions for the Record — Mr. Wolf 

MANUFACTURING AND REPATRIATION INITIATIVES 

Question. The fiscal year 2012 appropriations act included a number of 
reporting requirements regarding manufacturing and repatriation. The Com- 
mittee directed you to establish a task force to examine incentives and other 
activities needed to encourage U.S. companies to bring their manufacturing 
and research and development activities back to the United States. Please 
provide an update on the reports. For the reports that have not been sub- 
mitted, please provide a tentative schedule for when those reports will be 
provided to the Committee. 

Answer. The Report on the Establishment of a Job Repatriation Task Force 
and Implementation of the Jobs Repatriation Initiative (Report) was provided 
to Chairman Wolf on March 19th. The Jobs Repatriation Task Force (Task 
Force) met as part of the Manufacturing Task meetings as Mr. Wolfe’s 
interests were manufacturing specific (although longer term, this activity is 
closer aligned to the SelectUSA/Investment task force). Meetings occurred 
on a weekly basis, with a couple of exceptions, beginning February 16. The 
group prepared the Report, which outlines our initiatives going forward. 
Meetings of the Task Force have been shifted to monthly as the Report is 
written and activities are underway. The last meeting of the group was a 
teleconference on March 29th to review progress of the initiatives outlined 
in the Report. Agencies represented include NIST, EDA, ESA, and ITA 
(SelectUSA). MDBA, while a participant on the Task Force, does not have any 
repatriation initiatives underway at this time. The Department is available 
to provide periodic updates on these initiatives to the Committee. 

ECONOMIC DEVELOPMENT ADMINISTRATION REPATRIATION PROGRAM 

The fiscal year 2012 appropriations act included language providing up to 
$5 million in EDA grant funding to encourage U.S. companies to bring their 
services, manufacturing, and/or research and development activities back to 
economicsdly distressed regions in the U.S. that have experienced declines in 
manufacturing or chronic underemplojnnent. 

Question. What has EDA done with respect to implementing this program? 
Answer. EDA has updated its investment priorities to include the repatriation 
of jobs back to the United States. This change will ensure projects to facilitate 
repatriation are prioritized for funding across all EDA grant programs. In 
addition, EDA plans to support grant applicants who are interested in bring- 
ing jobs back to economically distressed regions in the U.S. through its fiscal 
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year 2012 Jobs and Innovation Accelerator Challenges. These challenges 
provide coordinated, complimentary funding from various Federal agencies to 
support regional innovation clusters. This bottom-up approach uses existing 
resources more effectively to support regional innovation and sustainable 
economic prosperity. Those interested in accelerating joh creation through 
repatriation are encouraged to apply for Jobs Accelerator funds, and facilitat- 
ing relocation of firms back to the U.S. will be highlighted as an activity these 
investments are meant to support. This approach elevates repatriation as a 
national strategic priority for EDA and could end up in even more investment 
than the $5 million appropriated. 

Question. Have any companies approached Commerce or EDA about how 
they might use this new authority? 

Answer. EDA has reached out to each of its Regional Offices who all indicate 
that no companies have made contact with anyone within the EDA structure 
regarding repatriation opportunities. 

CYBER SECURITY 

The Economic Development Administration weh site and internal network 
has been down for weeks because of a cyber attack. 

Question. What has Commerce done, in coordination with the Department of 
Homeland Security, to determine the source of the attack? 

Answer. In coordination with Department of Homeland Security U.S. Com- 
puter Emergency Response Team (DHS US-CERT), Commerce has provided 
ongoing technical and logistical support to determine the source of the cyber- 
security incident. Specifically, Commerce has done the following: 

• provided network traffic information to DHS US-CERT for analysis; 

• arranged for multiple DHS US-CERT on-site visits; 

• obtained on-site US-CERT analyst support; 

• collected potential network and host indicators from EDA and submit- 
ted them to DHS US-CERT for analysis; 

• submitted the EDA mitigation plan for DHS US-CERT review and 
recommendations; and 

• arranged for DHS to perform a detailed forensic analysis of an infected 
EDA laptop. 

In addition to coordination with DHS, Commerce has also obtained the as- 
sistance of the NSA Blue Team with the cybersecurity incident investigation. 

EDA has also retained the services of a nationally known contractor 
for cyber attack forensic analysis to assist in the forensic analysis and are 
actively sharing information with both US-CERT and the NSA team. 
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To date, the teams involved in the forensic analysis have not identified 
the source of the attack. 

Question. What has Commerce done to try to ensure that the other Commerce 
networks are adequately secured and that whatever infected EDA has not 
spread to other networks in Commerce? 

Answer. After receiving notice from EDA that their network had been com- 
promised, all EDA networks were removed from the routing tables of the 
Commerce headquarters network (HCHBnet), effectively isolating EDA sys- 
tems from the rest of the department. Frequent meetings (and daily during 
the initial period following the incident) between EDA IT staff and the Com- 
merce Computer Incident Response Team (DOC-CIRT) have been conducted 
to collect detailed technical information about the EDA cybersecurity inci- 
dent that could be used to scan other Commerce systems for infection. A risk 
register was developed in which all host and network indicators reported by 
EDA were logged and assigned to the appropriate technical staff for detection 
on the other Commerce headquarters networks. 

So far, none of the reported indicators from the EDA cybersecurity incident 
have been detected on any other Commerce network. The Commerce Feder- 
ation of Computer Incident Response Teams (DOC FedCIRT) continues to 
monitor the situation and regularly shares information between its members 
on all potential host and network indicators, including any newly reported 
indicators resulting from the EDA cybersecurity incident investigation, for 
malware. 

Question. Last year’s bill included direction to establish an Enterprise Cyber- 
security Monitoring and Operations program. Has the Department made any 
progress here? Are you aware of and are you using Department of Homeland 
Security cyber monitoring. I would encourage you to ensure that these efforts 
are coordinated with the Department of Homeland Security to ensure that 
you are not duplicating the services they provide. 

Answer. An integrated project team for the Enterprise Cybersecurity Monitor- 
ing and Operations (ECMO) program has been established with participation 
from all Commerce operating units as well as the Commerce acquisition and 
legal communities. ECMO requirements have been re-validated, a statement 
of work has been drafted and the acquisition process has been started. 

Commerce is aware of the DHS Trusted Internet Connections (TIC) ini- 
tiative and its cybersecurity monitoring component, the Einstein Intrusion 
Detection System (E2), is scheduled to transition most of its operating units 
to a Managed Trusted Internet Protocol Service (MTIPS) by the end of the 
fiscal year (NOAA plans to be its own TIC access provider by 2014). 
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Commerce is also aware of the DHS Cyber Hygiene program and has been 
working with DHS to conduct vulnerability scans for Commerce websites. 
The DHS service offerings are complementary, not duplicative, of the ECMO 
program. Contrasts between the two capabilities include: 

• The DHS service offerings provide one time or infrequent network- 
based traffic review vs. ECMO, which provides ongoing continuous 
monitoring. 

• The DHS service will provide vulnerability reports but will not perform 
remediation, whereas ECMO will be able to remediate vulnerabilities by 
supporting capabilities such as patch management and implementation 
of secure configurations. 

• The DHS service will scan only public-facing systems while ECMO will 
have visibility into internal systems. 

• The DHS service will conduct non-authenticated scanning, whereas 
ECMO will conduct authenticated scanning, which uses authentication 
credentials to perform a deeper kind of vulnerability scan than what 
can be achieved without authentication. 

To ensure that there will be no future duplication of services and to 
maximize coordination between Commerce and DHS efforts, the same indi- 
vidual is serving as the ECMO project manager, the DHS Cyber Hygiene 
point-of-contact, and the Commerce Program Manager for TIC. 

Question. Have you made it a priority that appropriate personnel receive a 
briefing from the National Cyber Investigative Joint Task Force as directed in 
the fiscal year 2012 appropriations act? Has the Commerce Chief Information 
Officer had this briefing? Have any Commerce CIO’s or agency heads had 
this briefing? Will the Department commit to have senior personnel from 
each agency receive this briefing? 

Answer. Commerce has ensured that senior departmental and information 
technology leadership have received updated threat awareness briefings from 
the National Security Agency’s (NSA) Threat Operations Center (NTOC). 
Briefings at the highest classification levels have been provided to the Sec- 
retary and his senior staff, the Commerce CIO and the operating unit CIOs’ 
that possess the appropriate clearances. 

Additionally, briefings have also been provided to operating unit lead- 
ership to include the heads of the National Oceanic and Atmospheric Ad- 
ministration, National Telecommunications and Information Administration, 
and the International Trade Administration. Commerce has established a 
strong working relationship with NSA and DHS and intends to continue those 
relationships with respect to threat awareness and technical information 
exchange. 
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In regards to the National Cyber Investigative Joint Task Force (NCIJTF) 
in particular, the individual at the Federal Bureau of Investigation (FBI) who 
is arranging for the briefing on cyber espionage (see response to next question 
below) has responsibilities in the FBI’s Cyber Division which includes the 
NCIJTF and has assured us that the briefing that the FBI will provide to 
DOC will fully cover the information that we need. 

CYBER ESPIONAGE 

Question. The fiscal year 2012 Commerce, Justice, and Science appropriations 
act included a new General Provision directing Commerce to determine that 
information technology acquired by the Department presents a low risk of 
cyber espionage or sabotage or has not been produced by an entity that raises 
serious supply chain concerns. Has Commerce outlined the process that 
it will use to make these determinations; has Commerce determined the 
criteria? 

Answer. The briefing with the FBI’s National Cyber Investigative Joint Task 
Force (NCIJTF) has taken place, and was attended by the DOC CIO, the 
DOC Acting Director of Cyber security and Chief Information Security Officer, 
an Intelligence Advisor from DOC’s Office of Security, and the CIO of the 
National Oceanic and Atmospheric Administration (NOAA). 

In addition to having had that particular meeting with the FBI, the staff 
from Commerce’s Office of Security have been participating in a DOD-led 
working group on supply chain risk with the intent of incorporating findings 
and recommendations from this group into DOC’s IT security risk assessment 
process. 


INTERNATIONAL TRADE ADMINISTRATION 

ENHANCING THE FOREIGN COMMERCIAL SERVICE 

The fiscal year 2013 request for the International Trade Administration is 
$517 million, which is a $67 million or 13 percent increase over fiscal year 
2012. This includes an increase of $30.3 million and 21 new FTE to expand 
the Foreign Commercial Service presence in China, India, and Brazil. ITA 
is proposing to hire 90 locally engaged staff in priority markets and sectors 
as part of this expansion. The increase for the U.S. and Foreign Commercial 
Service is the largest in the ITA’s budget. The exact locations of these new 
positions are not included in the 2013 request. This proposal mirrors the 
fiscal year 2012 request which asked for increases in the same areas and 
promised a revised deployment plan. The plan was to begin to shift resources 
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out of more mature markets and into developing and expanding markets. 
ITA has yet to submit this deployment plan promised last year. 

Question. Please explain the philosophy of the ITA redeployment plan? 

Answer. ITA’s U.S. and Foreign Commercial Service has begun the redeploy- 
ment plan in FY12, by shifting resources away from lower priority markets 
and into higher priority markets, according to the plan approved by Congress 
during FY 2011. This plan includes 17 post closures in low priority markets 
and has allowed the Commercial Service to fill critical positions including 10 
Commercial Service Officers and over 20 locally engaged staff. US&FCS con- 
tinues to implement its strategic hiring plan by hiring 29 additional locally 
engaged staff in Fn2. These hires will allow US&FCS to increase service 
capacity in priority markets where there is high demand. 

Question. What is the status of this plan and why has it taken so long to 
finalize it? 

Answer. The US&FCS redeployment plan was approved by the Congress on 
August 1, 2011. The first part involves the repositioning of resources towards 
high priority markets and the second involves regionalizing our overseas 
structure to more effectively manage our operations. Officer assignments 
are made once a year and the 2012 Assignments Panels made upcoming as- 
signments in accordance with the US&FCS repositioning plan. With average 
tours of four years, it will take several more cycles to affect our officer reas- 
signments. In terms of Locally Engaged Staff (LES), we are filling vacancies 
in priority countries, resources permitting, and gapping positions in other 
markets through attrition. 

Question. WTien will it be submitted to the Congress? 

Answer. The Department submitted to Congress a list of countries emd posts 
where US&FCS presence was not critical based upon commercial opportu- 
nities. The list approved by Congress for closure or consolidation included 
seven countries (Algeria, Ecuador, Kazakhstan, Libya, Senegal, Switzerland, 
Venezuela); nine constituent posts (Melbourne, Australia; Vancouver, Canada; 
Wuhan, China; Alexandria, Egypt; Florence, Italy; Sapporo, Japan; Nagoya, 
Japan; Tyuana, Mexico; Vladivostok, Russia); and the African Development 
Bank office. All closures have been completed except: 

• Melbourne: To be closed October 1. 

• Libya, Algeria, Kazakhstan and the African Development Bank: To be 
determined. 
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Question. How many of the fiscal year 2012 and 2013 staff will be deployed 
to China? Has ITA begun deploying the fiscal year 2012 staff increases? 
Answer. US&FCS received ITA approval for a hiring freeze exemption to hire 
14 LES in China. We are in the process of bringing these employees on board. 
Eesources permitting, US&FCS also plans to bring on an additional 15-20 
new hires in China over this and the next fiscal year. 


Question. Can the U.S. embassies accommodate and have the relevant Am- 
bassadors approved this planned expansion of Foreign Commercial Service 
personnel? 

Answer. Our Senior Commercial Officers have engaged with their Front 
Offices at post regarding the redeplo 3 ment plan. To date, all requests to place 
additional staff in the commercial sections at posts have been approved by 
our Ambassadors. The redeployment involves placements in the following 
countries: 


Country 

LES 

FS 

Country 

Austria 

1 


Malaysia 

Brazil 

5 

2 

Mexico 

Canada" 

1 

1 

Russia 

China 

6 

1 

South Africa 

Dominican Republic 

1 


Turkey 

Indonesia 


1 

Singapore 

India 


1 


Colombia 


1 

TOTAL 


LES FSO 

1 
2 
1 

2 1 

1 1 

1 

21 10 


“CS closed its office in Vancouver, eliminating 2 LES positions; and added 1 
LES in Calgary. 


NATIONAL EXPORT INITIATIVE 

Question. Nearly two years ago, in March 2010, the President announced his 
National Export Initiative and said that he wanted the U.S. government to 
double expwrts by the end of 2014. Are we going to reach this goal? 

Answer March 2012 marks the second anniversary of President Obama’s 
National Export Initiative. Since the launch in 2010 we are on track and U.S. 
exports have grown 34 percent between 2009 and 2011. Last year alone U.S. 
goods and services exports reached a record $2.1 trillion. 

In 2011 jobs supported by exports increased to 9.7 million, up 1.2 million 
since 2009. In 2011 every billion dollars of U.S. exports supported over 5,000 
jobs. 
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INTERAGENCY TRADE ENFORCEMENT CENTER 

On February 28, the President signed an Executive Order establishing an 
Interagency Trade Enforcement Center, or ITEC. To support this initiative, 
Commerce is requesting a total of $30.2 million and 22 new FTE within the 
International Trade Administration. 

Question. How is the ITEC different from what is currently being done now 
at ITA and the U.S. Trade Representative with respect to enforcement — is 
this initiative really just beefing up existing enforcement capabilities? If so, 
why create another bureaucratic structure? 

Answer. The trade enforcement request is unique in that it will fund a 
more dedicated “whole-of-government” approach to addressing unfair trade 
practices and trade barriers. This new approach will provide a primary forum 
within the federal government to bring together experts from executive 
departments and agencies to coordinate trade enforcement. The request will 
also enable the Import Administration (LA), which has statutory authority to 
administer the U.S. trade remedy laws, to build upon its trade enforcement 
activities so that it can fully support and complement the work of the ITEC. 

Question. What are the main goals of the ITEC? Will the resources be targeted 
to address specific needs or specific countries? 

Answer. The ITEC is intended to level the playing field for American workers 
and businesses by creating a more efficient approach to addressing a wider 
range of unfair trade practices from unfair import competition in the U.S. 
market and unfair barriers to U.S. exports to illegal use of intellectual prop- 
erty. It will significantly leverage and enhance the government’s capabilities 
to challenge unfair trade practices wherever they arise. 

Question. Is this initiative intended to grow into a separate agency or will 
these staff be housed at the Department of Commerce or elsewhere within 
the Executive Branch? 

Answer. This initiative is not intended to grow into a separate agency. The 
Office of the U.S. Trade Representative and the Department of Commerce 
will lead the efforts of ITEC, with the support of the Departments of Agri- 
culture, Homeland Security, Justice, State, and the Treasury, as well as the 
intelligence community. Other agencies will contribute their efforts to the 
ITEC, as needed. 

USTR will house the Center. The ITEC requires its own dedicated space 
to operate in the manner contemplated in the Executive Order. With the 
FY 2012 appropriation for 16 additional FTE, USTR is already exceeding 
available office space in the Winder eind 1724 F Street buildings. Fortunately, 
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space for the ITEC has been identified at 1800 G Street, a short walk (900 
feet) from USTR. Because the ITEC will be staffed primarily with detailees 
and assignees, the funds for space rental will be leveraged many times over. 
Planned IT and communications connectivity (unclassified and classified) will 
help ensure that the ITEC works seamlessly with other USTR offices and 
ITA. 

A number of tasks need to be accomplished to house and support the 
ITEC’s mission. These include building a Sensitive Compartmented Infor- 
mation Facility (SCIF) and installing information technology systems (un- 
classified and classified), video teleconferencing systems (unclassified and 
classified), access control system, and other communications systems. It is 
anticipated that these will take 3 to 6 months to complete, although housing 
of some of the ITEC staff in the new space can occur before installation of 
all of those systems is completed. USTR seeks to sign an agreement as soon 
as possible to lease the office space at 1800 G St, which became available on 
April 1st, so that these improvements can commence and accelerate the time 
when the ITEC can operate at maximum capacity and efficiency. 

The Herbert C. Hoover Building (HCHB) is currently undergoing a major 
renovation that has significantly reduced space throughout the Headquarters 
complex. Over the life of the renovation project, nearly 6,000 square feet 
will be lost due to the reconfiguration of equipment and machine rooms. At 
the same time, for budgetary considerations, most of the local Commerce 
employees have moved back into the building. As a result, there is not 
sufficient contiguous office space that could be guaranteed or built-out to 
accommodate additional staff envisioned for the ITEC. 

Question. What are the future plans for ITEC? Will it eventually be absorbed 
into the International Trade Administration? 

Answer. The President established the ITEC within the office of the USTR 
and there are no imminent plans to absorb the ITEC into ITA. 

Question. Please explain the number of personnel and amount of resources 
used by the Department of Commerce to participate in the existing intera- 
gency trade structure, and in particular, the Section 301 Committee? 

Answer. The role of the Section 301 Committee is to review complaints 
received pursuant to section 301 of the Trade Act of 1974. The amount of 
resources Commerce dedicates to this activity depends on the number and 
type of section 301 petitions that US. industries or their workers file with 
USTR. Since the establishment of the WTO, very few petitions have been 
filed, in part because many of the trade problems that historically may have 
been the subject of section 301 complaints are now able to be addressed 
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through other mechanisms. Commerce does not specifically track the number 
of employee hours spent on this activity or on the Trade Policy Review Group 
and the Trade Policy Staff Committee. 

Question. Given the Department of Commerce’s current work with the Trade 
Policy Review Group and the Trade Policy Staff Committee, how will its role 
with the new ITEC be different from its work with the existing interagency 
trade structure? 

Answer. The ITEC will comprise a deep pool of analytical support for trade en- 
forcement efforts, including trade litigators; language-proficient researchers; 
subject matter experts and economic analysts; and foreign-based personnel. 
Research and analysis conducted by the ITEC will be used to inform the 
decisions taken by the Trade Policy Review Group and the Trade Policy Staff 
Committee, which will continue to determine whether the United States 
should move forward with formal WTO consultations, dispute settlement 
proceedings or appeals. 

Question. Do you anticipate that the Department of Commerce will work 
with both ITEC and the Section 301 Committee, or will these structures be 
merged? 

Answer. The Section 301 Committee was established by regulation as a 
subordinate body of the Trade Policy Staff Committee. At this time there 
are no plans to abolish it or merge it with the ITEC, and the Department of 
Commerce will continue to participate as needed. 

ITA TECHNOLOGY UPGRADES 

The ITA budget also requests an increase of $18 million to develop Ex- 
port.gov.2, a new website to integrate all export-related content and contacts 
across the 20 Federal government Trade Promoting Coordinating Committee 
agencies. 

Question. Why does it need $18 million to update a website? Are the other 
agencies providing funds for this as well? 

Answer Given ITA’s leadership role in the TPCC, ITA is funding this initia- 
tive. The $18 million supports a number of important activities in addition 
to updating the website. It will help enable significant changes in how ITA 
serves American businesses. Specifically, the $18 million will fund the follow- 
ing; 

• $llm to fund a new customer relationship management (CRM) system 
to replace ITA’s legacy system, which must be re-competed in FY 13 as 
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the current contract ends in June 2013. The current CRM system is 
not integrated with the current Export.Gov web site, leading to gaps in 
ITA’s customer management. As ITA develops a service delivery model 
that is centered around a personalized user experience, it requires a 
new CRM system that is integrated with the web site to facilitate a 
better understanding of customer needs. The components of the system 
are: 

- Licenses and Help Desk via contract support (CS): $4.2m 

- System configuration via CS: $1.4m 

- Data cleansing via CS: $0.8m 

- Data migration via CS: $2.5m 

- Training via CS: $0.6m 

- Project Management via CS: $0.5m 

- Integration with weh site via CS: $1.0m 

• $3. 5m to fund the transfonnation of an existing call center and its 
staff (the Trade Infoimation Center) into a modern digital/knowledge 
management center that will direct content development across the 
Trade Promotion Coordinating Committee (TPCC) agencies. Our goal 
is to leverage our weh platform — Export.Gov — to provide information to 
and receive feedback from our customers, which in turn, should result 
in a decrease in the call volume to our Trade Information Center. Our 
goal is to transition staff made-up from phone operators to web content 
and knowledge specialists. 

• In FY 13, ITA will undertake this transformation. Its components are: 

- 20 Positions: $3.3m 

- Re-Training Costs: $0.05m 

- Related IT Costs 

* Online Knowledge Center system (dynamic FAQs) via licenses: 

$0.06m 

* Online Customer Satisfaction system via licenses: $0.04m 

- Focus group activities and other related feedback activities: $0.05m 

• $3.5m to fund the development ofExport.Gov 2.0. The current website 
uses a legacy content management system that produces static HTML 
content, with no interactive or social media features (e.g. commenting 
and rating content). Exporters have stated that the current web site 
offers quality content, but it is organized inefficiently across the site. Ex- 
porters are seeking a personalized “MyExport.Gov” portal that presents 
information to them based on their individual profile (export maturity, 
industry, and country of interest). Additionally, they have asked that 
we make it easier for them to do business with ITA by streamlining 
and auto-populating the forms we use to collect information. Lastly, 
they have asked that we create web based social media communities 
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where they can share ideas with and learn collaboratively from Federal 
Government trade specialists, including the Small Business Adminis- 
tration’s SCORE and Small Business Development Center counselors. 
The components of this web site are: 

- Web platform via CS: $1.5m 

- Staff training via CS: $0.5m 

- Replace legacy applications via CS: $1.25m 

* Event system 

* Market Research system 

* Trade Data system 

- BusinessUSA/TPCC system integrations via CS: $0.25m 

Question. Please explain to the Committee what a Customer Relationship 
Management System is and how it benefits companies trying to expand 
exports. How much does ITA have in its base for its existing software and 
why can’t it just redirect these base funds? 

Answer. A Customer Relationship Management System (CRM) is a software 
solution that includes client tracking and management; marketing and re- 
cruiting; trade lead management; and performance measurement features. 
ITA’s CRM system was put in place to provide a unified ITA-wide view of our 
customers, allowing ITA to present a single “face” to the customer. ITA’s CRM 
system is the central operational tool that allows ITA to manage the client 
interactions of over 213,000 U.S. companies and over 437,000 international 
companies. The system contains all of ITA’s client information (company 
names, contacts, etc.), it tracks the assistance ITA staff provide to those 
clients and it records the outcome of that assistance. It includes a module 
that allows notices about trade events, trade leads, and other important 
information to be automatically sent to ITA’s clients. The CRM system is 
beneficial to U.S. firms trying to expand exports because it allows trade and 
commercial specialists across ITA units and geographical locations to have 
a single record of a client’s challenges and needs. It is the tool that allows 
ITA to offer seamless customer service to these companies. A new CRM 
system will seamlessly integrate with export.gov 2.0, automatically tracking 
all client interactions with ITA, including trade events attended, market 
research downloaded, and ITA services used. Future plans are to integrate 
with BusinessUSA.gov and other partners. The ITA CRM budget for Bn2 
is approximately $1.7 million. After transition to a new system, those base 
funds will be redirected towards ongoing operations for the replacement CRM 
system. To ensure continuity of operations during the transition, we will 
need to maintain the current system until transition is complete. 
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Question. Will Commerce be maintaining both the new web site and the 
Customer Relationship Management system on behalf of the rest of the 
trade-related agencies? 

Answer. ITA will maintain the new web site on behalf of the trade-related 
agencies. From time to time, agencies may contribute money to enhance 
export.gov to meet their client serving requirements. While the initial CRM 
system wiU be used by ITA only, this groundwork will also potentially benefit 
BusinessUSA.gov, other DOC bureaus, and other agencies when they are 
ready to upgrade their systems. The system will provide consistency and 
strategic sourcing savings to all users. The export.gov platform will make 
client information available to trade-related agencies electronically if the U.S. 
company agrees that ITA can share their information with other trade-related 
agencies. 


ITA “optimization” AND “CONSOLIDATION” 

ITA has proposed reductions of $26 million in what it is calling “optimization” 
and “consolidation.” The Committee appreciates that ITA has reviewed its 
budget and determined to reduce funding for lower priority activities. With 
respect to the planned $18 million optimization reductions, ITA will, among 
other things, reduce the amount of funding it will spend on conferences, 
seminars, round tables, and select contracts and will no longer collect in- 
flight travel data. The remaining reductions total $8 million and have been 
linked to a planned organizational consolidation at ITA that has not yet been 
described. 

Question. What is the consolidation plan for ITA, why is this necessary, and 
what are the timeframes for notifying the Congress? 

Answer. ITA’s consolidation effort will result in going from four to three 
business units organized along functional lines. This effort wiU improve 
effectiveness by providing better service to customers (with emphasis on value 
we provide, taking into consideration the transactional and transformative 
work we do); highlighting what makes ITA unique (e.g., relationship with and 
understanding of industry emd foreign/domestic field) and our strengths; and 
increasing the value of ITA business units/functions. The consolidation effort 
will also improve efficiency by eliminating redundancy to minimize private 
sector confusion when interacting with multiple units in ITA; redirecting 
resources to execute priority programs; and improving supervisor-employee 
ratios. We expect to notify Congress of this reprogramming request within 
the next several weeks. 
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Question. Cein Commerce shed any light on how this consolidation will result 
in the $8 million in savings that is included in the ITA budget? 

Answer. Savings from the consolidation will result from going from four 
business units down to three business units, thus eliminating administra- 
tive front offices, reducing rent costs, combining programmatic offices, and 
increasing management to staff ratios. As a result of these changes, ITA is 
anticipating the elimination of 45 FTE. 

Question. How does this proposal align with the redeployment plan of the 
U.S. and Foreign Commercial Service? 

Answer. Both the optimization and consolidation efforts will enable ITA to 
redirect savings to Administration priorities, including the National Export 
Initiative by realigning our overseas presence to priority export mairkets with 
the greatest potential impact for U.S. commercial interests. 

Question. Does this consolidation take into effect the proposal to create the 
Interagency Trade Enforcement Center? 

Answer. Yes, the ITEC and consolidation proposals were developed concur- 
rently. The consolidation will allow ITA to free up resources and redirect 
those resources to the National Export Initiative and towards ITA’s trade 
enforcement efforts. 

Question. What will Commerce do to ensure that nothing suffers during the 
proposed redeployment of the Foreign Commercial Service, creation of the 
Interagency Trade Enforcement Center, and consolidation of programs across 
the agency? 

Answer. Commerce and ITA EU'e carefully reviewing how we implement these 
efforts in order to enhance the effectiveness of all ITA programs. This effort is 
focusing on the efficiency gains, reducing the costs of administrative functions, 
and increasing the effectiveness of ITA programs. These changes are not 
intended to eliminate the programmatic areas of ITA. 

NATIONAL INSTITUTE OP STANDARDS AND TECHNOLOGY 

The fiscal year 2013 budget request for NIST is $857 million, an increase of 
$106 million — a 14 percent increase. In fact, this is the largest percentage 
increase within the Department of Commerce. 
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NATIONAL STRATEGY FOR TRUSTED IDENTITIES IN CYBER SPACE 

The National Institute of Standards and Technology is requesting an increase 
of $8 million, in addition to the $16.5 million in base resources, to support 
projects related to enhancing on-line security. This effort grew out of the 
Administration’s 2009 Cyberspace Policy Review. The National Strategy 
for Trusted Identities in Cyber Space program is designed to improve the 
process of authenticating the individuals, organizations, and underlying 
infrastructure — such as routers and servers — involved in sensitive online 
transactions. A portion of the NIST funds will support grants to the private 
sector and state and local governments. 

Question. What has NIST done with the $16.5 million provided in fiscEil year 
2012 for this effort? 

Answer. NIST has used the funds as the National Strategy for Trusted 
Identities in Cyberspace (NSTIC) called for: establishing a National Program 
Office to coordinate activities needed to implement the Strategy, including 
funding pilot programs and catalyzing creation of a new privately-led Steering 
Group. All of these activities are focused on supporting creation of the Identity 
Ecosystem outlined in the Strategy. Of the $16.5 million: 

• $10 million has been allocated to a new NSTIC pilot program, to be 
funded as cooperative agreements (a type of grant). The purpose of 
the NSTIC Pilot Program is to advance the NSTIC vision, objectives 
and guiding principles; demonstrate innovative frameworks that can 
provide a foundation for the Identity Ecosystem, and tackle barriers 
that have, to date, impeded the Identity Ecosystem from being fully 
realized. NIST will fund pilot projects that are intended to test or 
demonstrate new solutions, models or frameworks that do not exist 
in the marketplace today. A competitive solicitation for these pilots 
was released on February 7, 2012. Awards are expected to be made in 
August 2012. 

• $2.5 million has been allocated to a separate grant program to establish 
a privately-led Identity Ecosystem Steering Group to administer the 
process for policy and standards development for the Identity Ecosystem 
Framework in accordance with the NSTIC Guiding Principles in the 
Strategy. This grant will support the first 24 months of operations for 
the Steering Group. 

• $4 million is being used to support the National Program Office (NPO), 
including hiring staff to guide and support the NSTIC implementation. 

Question. Is this a one-time effort? What is the timetable for completion of 
this work? 
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Answer. The activities in support of NSTIC are not a one-time effort; however, 
they also should not exist in perpetuity. The National Program Office and 
the activities it is coordinating are being structured to support an NSTIC 
implementation timeframe of 4-5 years (dated to the April 15, 2011 release 
of the Strategy). 

To that end, many of the staff being hired to support the NPO are term 
(not permanent) hires. Likewise, NIST intends to fund the Identity Ecosystem 
Steering Group for an initial 24 month period, but expects that the group 
would transition to a privately-funded, self-sustaining organization after that. 
NIST believes the core work needed to implement NSTIC can be completed 
by the end of FY 2016. 

Funding to support NSTIC pilots is needed to achieve the goals of the 
strategy. The pilots are a key element of the government’s implementation 
efforts, as they help to catalyze the marketplace and support the Strategy. 

Question. What are the long-term goals of the National Strategy for Trusted 
Identities in Cyber Space? 

Answer. The long-term goal of NSTIC is the creation of a vibrant, privately- 
led Identity Ecosystem where consumers and businesses can choose from 
multiple identity providers and digital credentials to have online transactions 
that are more convenient, secure, and privacy-enhancing. 

In simple terms this means that all Americans — if they so choose — should 
be able to select from a variety of accredited vendors in the marketplace 
to obtain strong, privacy-enhancing credentials that they can use to better 
protect themselves and their identity online. And all of the parties that 
Americans do business with — both at government and commercial sites — 
could rely on these credentials, which would reduce online fraud rates, slash 
identity theft, and enable a whole new range of transactions and business 
models that currently are not available online. The net impact would be an 
elevation of trust levels in cyberspace, with significant economic benefits. 

The path to realization of this goal is for the NPO to have continued 
and active engagement over the next 4^5 years with a variety of private 
sector stakeholders — helping to facilitate the creation of a framework of 
standards, policies, operating rules and accreditation processes that can 
provide a foundation for the identity and credentialing marketplace. 

Question. What government agencies are involved in this effort? 

Answer NIST leads the National Program Office within the Department 
of Commerce, however, the NPO is charged in the NSTIC with being an 
inter-agency office. The NPO has support and participation from agencies 
including the General Services Administration (GSA), Health and Human 
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Services (HHS), Department of Defense (DoD), Department of Homeland 
Security (DHS), Federal Trade Commission (FTC) and the Department of the 
Treasury, along with other parts of the Department of Commerce, including 
the National Telecommunications and Information Administration (NTIA). 

Question. What outside organizations are involved? 

Answer. The NPO has hosted several workshops and industry days across 
the country, and also leveraged private sector conferences to engage and 
solicit feedback from private stakeholders about the implementation of the 
NSTIC. Dozens of organizations have become involved, including those rep- 
resenting different aspects of the technology industry, the health sector, 
the financial sector, privacy and civil liberties advocates, consumer advo- 
cates, and others. A good cross-section of stakeholders can be found at 
http: //www.nist .gov/nsti c/go vemance- comment s .html . This list repre- 
sents the 57 organizations who chose to respond to a formal Notice of Inquiry 
NIST published last summer seeking public input on the topic of governance 
and the formation of the Identity Ecosystem Steering Group. 

Question. How is the NIST cyher center of excellence funded in fiscal year 
2012 different from NSTIC? 

Answer. The National Cybersecurity Center of Excellence (NCCoE) is a public- 
private collaboration for accelerating the widespread adoption of integrated 
cybersecurity tools and technologies. The Center will provide a facility near 
NIST for researchers from NIST and the private sector to work collabora- 
tively in the development of use cases that address business requirements 
and specific cyber security challenges. Computer scientists and engineers 
from the Center and private industry will develop practical, interoperable 
cybersecurity approaches for these re^d world business needs. Some potential 
examples of use cases include cybersecurity challenges in health IT, and 
identity management for cloud computing. The resulting cybersecurity tem- 
plates can be used by practitioners as they build and field secure information 
technology solutions for their corporate needs. The National Strategy for 
Trusted Identities in Cyberspace (NSTIC) is intended to catalyze the develop- 
ment of trusted and authenticated identification and authorization solutions 
for electronic transactions and other communications. NSTIC’s aim is to 
establish a trusted identity ecosystem, while the objective of the NCCoE is to 
accelerate adoption of the full range of cybersecurity technologies. 
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NIST CENTERS OF EXCELLENCE 

NIST is requesting an increase of $20 million to establish a competitive grant 
program to establish four Centers of Excellence to focus on early stage basic 
and applied research focused on innovations in measurement and emerging 
technology areas. 

Question. Realistically, what impact will $5 million have at a private sector 
firm or university? 

Answer. For a Center of Excellence an award of $5 million is more than suffi- 
cient to establish a critical mass of researchers and capabilities focused on a 
specific R&D focus area. Related NIST efforts like JILA and Joint Quantum 
Institute (JQI) are comparable in their funding levels, as are NSF’s Engi- 
neering research centers which start around $3 million per center. Centers 
targeting emerging technology areas like advanced materials, or computa- 
tional biology will help leverage and expand NIST’s research expertise and 
capabilities in order to better support U.S. competitiveness. 

Question. Does NIST intend to grow this investment in the future years and 
leverage other funding? 

Answer. By linking NIST measurement science expertise with areas of cutting 
edge research the NIST Center of Excellence (COE) program will help ensure 
that NIST expertise and capabilities are highly leveraged and best positioned 
to meet a broad portfolio of evolving technological challenges. The Centers 
of Excellence will be selected through a competitive, merit-based process. 
NIST contemplates an in-depth review in the fourth year to determine the 
continuing need in the R&D focus areas and the success of the specific Centers, 
as well as potentially select new focus areas, at which time grants will again 
be competitively awarded. 

ADVANCED MANUFACTURING TECHNOLOGY CONSORTIA 

Question. In addition, NIST is requesting a $21 million increase for Advanced 
Manufacturing Technology Consortia. By contrast, the NIST Centers of 
Excellence program doesn’t seem particularly focused on manufacturing. 
Would it make sense to focus these resources on one program instead of having 
to establish two different grant programs for a relatively small investment 
for each grantee? 

Answer. These two programs, the NIST Centers of Excellence, and AMTech, 
are actually quite distinct and address specific gaps in the U.S. R&D infras- 
tructure. 
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The NIST Centers of Excellence (COE) program is not specifically focused 
on manufacturing, and is instead a tool that NIST can use to leverage its 
research capabilities and ensure that as a research agency it is positioned 
to be able to anticipate and respond to the challenges arising in key emerg- 
ing technology areas. The NIST Centers of Excellence will co-locate NIST 
measurement science research in specific areas of emerging technology in 
order to link needed measurement science solutions with cutting edge basic 
research. The end-goal is to facilitate and accelerate technology development 
and demonstration. 

The AMTech program will stimulate the formation of industry-led con- 
sortia to identify and address problems hindering pre-competitive R&D, a 
different gap in the technology innovation infrastructure. The AMTech pro- 
gram will address this gap through federal investment and increased industry 
investment in long-range basic R&D to stand up consortia, like SEMATECH, 
to solve basic R&D challenges to industry innovation. In the case of AMTech 
a relatively small Federal investment can be leveraged to have a much larger 
impact from industry co-investment in the R&D challenges. The end goal is 
to address the long-range basic R&D problems that are too large or complex 
for single private-sector entities to tackle alone. 

BUREAU OF INDUSTRY AND SECURITY 
EXPORT CONTROL REFORM 

Question. The Administration began an Export Control Reform process in 
2009 that has since been divided into three phases, with phases one and 
two focused on a review of existing regulations. As part of this review, 
the Administration determined that at least 30,000 licenses on the State 
Department’s control list should be moved to the Department of Commerce 
control list. The Commerce Department control list is much less restrictive 
than the State Department’s. The Commerce’s Bureau of Industry and 
Security has been working with the relevant authorizing Committee’s on this 
proposal to shift more licensing approvals to Commerce. Currently, State 
processes some 84,000 a year while Commerce processes about 22,000. The 
Export Control Reform proposal would shift some 30,000 items from the 
State Department list to the Commerce list and include a wide spectrum of 
items that range from simple items such as bolts on fighter jets to Blackhawk 
helicopters. 

Answer. As best described in April 2010 by then Secretary of Defense Gates, 
national security requires that we fundamentally reform our Cold War-era 
export control system in order to (i) increase our interoperability with our 
NATO and other allies, (ii) enhance the defense industrial base by reducing 
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incentives to design out and avoid U.S.-origin content, and (iii) allow for our 
limited resources to focus more on transactions of concern rather than those 
with close allies. 

In order to implement this national security vision, the Defense Depart- 
ment, with the support of the Departments of Commerce and State, has been 
meticulously reviewing emd preparing proposed revisions to the lists of items 
controlled by the State Department. Consistent with the Arms Export Con- 
trol Act, the President will over the course of FY 2012 notify Congress of his 
determinations regarding the types of items that no longer warrant control 
by the State Department and, thus, should be controlled by the Commerce 
Department, which allows for more flexible controls on trade with close allies. 
No final decisions have been made on any items, particularly with respect to 
end items such as the referenced Blackhawk helicopter, which, even under 
our proposed regulations would require a license to export to all countries 
(except Canada) and would remain subject to the State Department controls 
if equipped with missions systems or any other defense articles. 

Although the numbers are routinely shifting as the lists are further re- 
fined to account for national security and foreign policy issues, the current 
estimate is that the Commerce Department would become responsible for 
at least 30,000 licenses — and maybe as many as 45,000 licenses — that are 
now processed by the State Department. Again, this number shifts as we 
work through the lists after public comments and input from congressional 
staff. In addition, we hope that, as a result of the regulatory streamlining, 
there will be more exports of U.S.-origin items to close allies, which would 
increase further the number of licenses and other transactions required of 
Commerce Department staff, such as responding to classification requests 
from the public. (Classification requests are made to determine how the gov- 
ernment controls specific items on the Commerce Control List. We anticipate 
a significant spike in such requests as the public becomes familiar with the 
new system. Commerce processed 5,000 such requests last year and expects 
to be asked to process a significantly larger number during the transition 
period to the new system.) 

Question. Please provide an update on the status of these proposed transfers 
of responsibility. 

Answer. Key ECR actions taken by the Bureau of Industry and Security 
(BIS) to date have included publication of: (i) a final rule establishing License 
Exception Strategic Trade Authorization (STA) to facilitate controlled exports 
to allies and partners on June 16, 2011; (ii) a proposed rule establishing a 
process for controlling former defense articles on the Commerce Control List 
(CCL) and making such items STA-eligible on July 15, 2011; and (iii) five 
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proposed rules, in tandem with the Department of State, revising the U.S. 
Munitions List (USML) and the CCL. The Departments of Defense, State, 
and Commerce have completed their drafts of all the remaining categories of 
items, each of which is in various stages of interagency review and clearance 
for publication as proposed rules in FY2012. 

BIS is focusing operational efforts to administer controls on items pro- 
posed to he moved to the Commerce Control List from the United States 
Munitions List. The licenses transferred from the United States Munitions 
List will he reviewed and processed within the BIS Office of Strategic Indus- 
tries and Economic Security. The Departments of Defense and State will also 
review the applications, as they deem appropriate. 

On March 7, 2012, the Administration officially announced two new 
national, multi-agency coordination centers that improve how the U.S. Gov- 
ernment administers its export control system. This is a significant step 
forward in the President’s Export Control Reform Initiative implementing 
common sense reforms to streamline and improve the nation’s export control 
system. 

Export Enforcement Coordination Center (E2C2). — Established by the 
President under Executive Order 13558, the E2C2 is responsible for en- 
hanced information sharing and coordination between law enforcement and 
intelligence officials regarding possible violations of U.S. export controls laws. 
The E2C2 has a director from the Department of Homeland Security (DHS) 
and deputy directors from the Federal Bureau of Investigation and the De- 
partment of Commerce’s Office of Export Enforcement. The E2C2 builds 
on the increased criminal penalties for export control violations and the 
permanent restoration of Commerce’s lapsed enforcement authorities imple- 
mented in partnership with Congress in the Comprehensive Iran Sanctions, 
Accountability, and Divestment Act (CISADA), further strengthening the 
enforcement of U.S. export controls. 

Information Triage Unit (ITU). — The ITU is responsible for assembling 
and disseminating relevant information, including classified information, to 
inform decisions on proposed exports requiring a U.S. Government license. 
This up-front, multi-agency screening will replace separate stove-piped pro- 
cesses across the government to ensure that all departments and agencies 
have a full dataset from which to make decisions on license applications. Such 
screening contributes to more timely, predictable, and consistent processes 
that U.S. exporters engaged in global trade have confirmed are critical to 
their competitiveness. The ITU is housed at the Department of Commerce. 

Question. When does Commerce anticipate that licensing process for certain 
items will be transferred from State to Commerce? Will this transfer occur 
during fiscal year 2012 or 2013? Will the State Department transfer fund- 
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ing or personnel to Commerce during the fiscal year when it transfers this 
responsibility? 

Answer. Commerce expects that the State Department will file in FT 2012 
with the two committees of jmisdiction — the House Foreign Affairs Commit- 
tee and the Senate Foreign Relations Committee — the first of the notices 
describing the items the President determines no longer warrant control 
under the State Department’s regulations. These notices will describe how 
and where the items would be controlled in the Commerce Department’s 
regulations once the congressional notification requirements are satisfied 
and the Commerce Department publishes final rules effecting the changes. 
The State Department has informed us that it will not be able to transfer 
funding or personnel as part of this effort. 

Question. What safeguards will be put in place to ensure that items that were 
controlled by State are going to be adequately controlled by the Commerce 
Department? 

Answer. The Department has developed a six-point plan to enhance compli- 
ance and enforcement for the items newly subject to Commerce jurisdiction: 
(1) BIS is developing enhanced outreach and education efforts to reach com- 
panies that have historically received licenses from the Department of State, 
including defense contractors and exporters, manufacturers, distributors, 
logistics and related transporters, and small and medium sized corporations 
who have had limited involvement in dual-use exporting. In addition, BIS 
will utilize its Export Enforcement field offices to conduct outreach with 
large volume exporters and local organizations impacted by the transfer. (2) 
Changes to the Census Bureau’s Foreign Trade Regulations, which have 
already been proposed, will enable BIS to target foreign transaction parties 
that may not be the ultimate end-users of U.S. exports to identify trans- 
shippers of interest. (3) Focused reviews of licenses and license exception 
transactions, including thorough reporting by the Information Triage Unit, 
as well as (4) expanded desk audits of exporters using license exceptions 
will enable BIS to better scrutinize transactions of interest. (5) BIS end-use 
check activities will be coordinated with the Department of State to achieve 
maximum end use check coverage. (6) Commerce will coordinate enforcement 
activities via the E2C2, as the addition of Export Enforcement agents to the 
resources of Immigrations and Customs Enforcement and Federal Bureau of 
Investigation agents who have authority to investigate munitions transac- 
tions will enhsmce enforcement coverage. In addition. Commerce will impose 
on exporters’ recordkeeping and notification requirements as a condition of 
using the new license exception to export. These requirements, which do not 
now exist, will put the parties to the transaction on notice of the limitations 
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and requirements of U.S. export controls and create significant enforcement 
tools that will allow for the identification, investigation, and, as warranted, 
prosecution of those who do not abide by export control regulations. In addi- 
tion, Commerce has put a particular emphasis on investigating individuals at 
the companies involved, not just the corporate entities, which will motivate 
aggressive corporate efforts to comply with the rules. 

Question. Does the Bureau of Industry and Security, a bureau within Com- 
merce, need to conduct more end-user verifications? Members of the Com- 
mittee read with concern an article about how radio frequency modules were 
sold to a company in Singapore and were then diverted to Iraq where they 
were found in unexploded lEDs. Is BIS adequately deploying resources in 
the Bureau of Industry and Security to conduct an aggressive post-sales 
verification process? 

Answer. BIS is maximizing its budgeted resources to conduct targeted end- 
use checks. BIS utilizes seven Export Control Officers stationed in countries 
of national security and transshipment interest as well as “Sentinel Trips” 
comprised of Special Agents to conduct globally more than 850 end-use checks 
annually. These trips are explicitly targeted at high risk transactions that 
pose a threat to U.S. national security, including the threat of improvised 
explosive devices (lEDs). In fact, a combination of 12 ECO and Sentinel 
Visit end-use checks conducted between 2007-09 helped support BIS’s case 
against the Corezing network, which has resulted in 15 entities being added 
to the Entity List and an extradition ruling by a Singapore court against four 
suspects involved with the Corezing network. We believe the Corezing case is 
an excellent example of how appropriately targeted end-use checks directly 
enhance BIS’s ability to enforce the dual-use export control system. 

NATIONAL TELECOMMUNICATIONS AND INFORMATION ADMINISTRATION 

SPECTRUM AUCTIONS AND PUBLIC SAFETY 

The recently enacted Middle Class Tax Relief and Job Creation Act of 2012, 
Public Law 112-96, includes a number of provisions that involve the National 
Institute of Standards and Technology and the National Telecommunications 
and Information Administration. Among other things, this law authorizes 
the Federal Communications Commission to conduct spectrum auctions in 
order to raise funds to construct a Nationwide Public Safety Interoperable 
Broadband Network. 

Question. What needs to occur before these auctions can take place and when 
does Commerce anticipate that the auctions will take place? 
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Answer. The Act requires NTLA to identify for auction 15 MHz of spectrum in 
the 1675-1710 MHz band. NTLA has already done so and has recommended 
to the Federal Communication Commission (FCC) that it proceed to make this 
spectrum available for commercial use. The FCC is charged with conducting 
this auction and others directed by the statute, revenues from which will 
be used to fund the public safety broadband network, among other things. 
In total, the Act directs the FCC to auction at least an additional 50 MHz 
with 15 MHz yet to be identified by the FCC. The FCC can best respond to 
questions regsirding auction timing. We plan to work with FCC going forward 
to develop an auction plan for the 1675-1710 MHz frequency any others that 
involve Federal users that protects Federal operations that would remain in 
the auctioned frequencies, while striving to maximize non-Federal use. 

Question. What processes will be put in place to ensure that the projects 
supported with this funding wall complement the projects funded by National 
Telecommunications and Information Administration through its $4.2 billion 
Broadband Technology Opportunity Program that was funded in the Amer- 
ican Reinvestment and Recovery Act, about $382 million of which funded 
public safety networks? Further, in 2007, the National Telecommunications 
and Information Administration awarded nearly $1 billion for Public Safety 
Interoperable Communications grants to fund interoperable communications 
projects in the 56 States and Territories. This funding was provided to as- 
sist public safety agencies in the acquisition of, planning and coordination 
of, deployment of, or training for the use of interoperable communications 
systems. 

Answer. Our goal is to ensure taxpayer funds are used wisely and that the 
existing Broadband Technology Opportunities Program (BTOP) investments 
enable broadband for public safety agencies in the awardee communities in 
a manner consistent with the Act and that supports a single, nationwide 
interoperable public safety broadband network. NTLA is working with the 
grantees to achieve this. 

The Public Safety Interoperable Communications (PSIC) grant program 
awarded over 90 percent of its grant funds in 2007 for projects focused on 
land mobile radio (LMR) technology as opposed to broadband projects. Pub- 
lic safety entities have indicated that they will continue to need LMR for 
critical voice communications over the next decade, until those capabilities 
can be developed and provided through a broadband network. The public 
safety broadband network contemplated in the Act wdll focus on data com- 
munications as the standards for mission-critical voice over broadband are 
developed. 
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The remainder of the PSIC grant fiinds supported broadband-based sys- 
tem components, including backhaul for voice and data networks, satellite- 
based mobile communications components, and mesh networks using WiMAX 
technology. Although these broadband investments do not incorporate the 
long-term evolution (LTE) technology proposed for the public safety broad- 
band network, the infrastructure can be leveraged for the LTE network. 

Question. How will the Department of Commerce ensure that funding previ- 
ously provided for interoperable programs will be sufficiently coordinated? 
We are committed to ensuring that program funding is coordinated with other 
Federal, State, and local interoperable communications efforts. 

Answer. We are committed to ensuring that program funding is coordinated 
with other Federal, State, and local interoperable communications efforts. As 
a condition of the PSIC awards, NTIA required the State and territory recipi- 
ents to align each investment with an identified interoperability gap in their 
Statewide Communication Interoperability Plans (SCIP). These strategic 
plans provide an overarching vision for each State and territory’s interop- 
erability goals and objectives, and the plans are updated annually. The 
Department of Homeland Security’s Office of Emergency Communications 
(OEC) is currently working with States and territories to update their SCIPs 
to address broadband and other emerging technologies. Similarly, we are 
committed to ensuring that the BTOP and other Federal public safety in- 
vestments in States and localities will inform the First Responder Network 
Authority (FirstNet) on its deployment strategies going forward and will be 
well coordinated with the nationwide broadband network. 

NTIA and FirstNet will continue to coordinate with OEC and all other 
relevant stakeholders to plan and deploy the public safety broadband network. 
Further, as part of the State and Local Implementation Grant Program 
called for in the Act, we will ensiue that the States and Territories identify 
previously funded infrastructure and resources that can be leveraged to build 
out the network. 

Question. What are the estimates as to when the public safety network will 
be fully deployed? 

Answer. At this time, the schedule for the deployment of the public safety 
network is unknown. Many activities called for in the Act need to occur 
before a realistic estimate can be provided. For instance, FirstNet needs 
to consult with regional. State, tribal, and local jurisdictions regarding the 
network, including coverage, the placement of towers, and public safety 
requirements. Also, the overall schedule will depend on decisions to be made 
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by the FirstNet Board of Directors regarding the structure of the procurement 
and the deplo 5 rment strategy. 

As a point of comparison, commercial wireless networks take multiple 
years to deploy. It is also important to understand, however, that wireless 
networks are d 3 mamic and evolving. Commercial providers are constantly 
upgrading, expanding, and entering into agreements for roaming to support 
their customers from both the capacity and coverage aspects. NTIA envisions 
a similar model for the public safety network going forward. 

BUREAU OF THE CENSUS 
STATUS OF REORGANIZATION 

Question. The Committee approved a reorganization of the Census bureau 
last year wherein the Bureau dramatically realigned its field structure in 
order to realize efficiencies gained as a result of more people working out 
of their homes and an increasing reliance on technology. Please provide an 
update on the status of this reorganization which was the most sweeping 
reorganization of the Census Bureau field structure since the 1960s. Has 
Census realized any savings as a result of this reorganization? 

Answer. The realignment is proceeding on schedule. The first of seven waves 
transitioned to the new structure in January 2012. The second wave was 
complete by April 1, and now approximately 25% of the nation’s survey 
work and 1,700 field employees have transitioned into the new management 
structure. The Census Bureau is on track to complete the entire realignment 
by November 1 of this year. In addition, survey measures are being monitored 
daily, comparing performance under the old and new supervisory structures. 
Through the utilization of a Risk Management process designed for the 
realignment, we have not encountered any unanticipated issues. There are 
no savings in FY 2012 or FY 2013 due to transition costs associated with 
this effort, but we do anticipate a net savings of $15 to $18 million per year 
beginning in FY 2014. 

Question. What other efficiencies or improvements has Census realized? 

Answer. Reduced survey data collection costs will translate into savings 
for other Federal agencies that use the Census Bureau to collect their data 
through reimbursable programs starting in FY 2014, and closing six of twelve 
permanent regional offices substantially reduces the agency’s physical infras- 
tructure. 

Nearly 700 home-based field supervisors will leverage the Census Bu- 
reau’s new Virtual Desktop Infrastructure platform and therefore be able 
to perform work-related tasks from home offices or while on travel. This 
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Figure 1: Census Bureau Field Eealignment Implementation 
Schedule in Calendar Year 2012 

• Wave 1 areas with approximately 850 field staff transition January 1 
(12.5% realignment complete) 

• Wave 2 areas with approximately 850 field staff transition April 1 (25% 
realignment complete) 

• Wave 3 areas with approximately 850 field staff transition June 1 
(37.5% realignment complete) 

• Wave 4 areas with approximately 850 field staff transition August 
1(50% realignment complete) 

• Wave 5 areas with approximately 850 field staff transition September 1 
(62.5% realignment complete) 

• Wave 6 areas with approximately 850 field staff transition October 1 
(75% reedignment complete) 

• Wave 7 areas with approximately 1,700 field staff transition November 
1 (100% realignment complete) 


will allow the Census Bureau to have a greater presence in more locations 
while also retaining our field experience and expertise even as we reduce the 
number of regional offices. 

Through the use of new technologies we are creating an information 
intensive environment to inform management decisions. For example, new 
technology allows us to make greater use of paradata, which is data that 
results from the production process of conducting the survey itself Examples 
of paradata are how many attempts were made to contact the respondent or 
the mode of collection such as mail, phone, or in-person. This information 
allows us to increase survey efficiencies and improve data quality. This will 
help us meet increased demand for information from federal, state, and local 
governments, businesses, and commimity leaders. 

The decentralized structure will improve the supervision of our door-to- 
door interviewers. This will allow our offices more time to focus on survey 
management and data analysis, enhancing survey results and quality, while 
increasing our ability to improve the surveys themselves. At the same time, 
our decentralized supervisory staff will be better able to support actual data 
collection, mitigate issues as they arise, enhance employee development and 
performance, and lessen travel costs and potential disruptions to survey 
operations. 
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Figure 2: Geography associated with each Wave 



■■■ DECENNIAL CENSUS 

The Census Bureau is proposing an increase of $65 million to support pro- 
grams associated with planning for the 2020 Decennial; the total fiscal year 
2013 request is $131 million. Funds in part will support new enumeration 
methods, new processes to support field operations, and IT systems. Accord- 
ing to the GAO, the 2010 Decennial cost about $13 billion. That amount was 
more than double the budget for the 2000 Decennial. Last year the Commerce 
Department and the Census Bureau stated that it was their goal to ensure 
that the 2020 Decennial budget does not exceed the $94 per household that 
the 2010 census cost. 

Question. Is this still the goal? It doesn’t appear in any of the budget 
documents. 

Answer. The Census Bureau is committed to designing and conducting a 
2020 Census that costs less per housing unit than the 2010 Census, while 
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maintaining high quality results. We recognize that the rising cost of the 
decennial census in recent decades cannot be sustained. The cost of the 
2010 Census (which includes the American Community Survey or ACS) 
represented a 38 percent increase in the cost per housing unit over Census 
2000 costs, which in turn represented a 76 percent increase over 1990 Census 
costs. If the Census Bureau makes no changes to the design of the decennial 
census, projected costs for the 2020 Census will increase at a similar rate. 
This is untenable. We must find a way to maintain the quality of data 
produced by the decennial census while increasing efficiency and controlling 
costs. Accordingly, we have embarked on a research and testing program 
focused on major innovations to the design of the 2010 Census. 

Question. Shouldn’t the goal be to have the 2020 Census cost less than the 
2010 Census? 

Answer. The Census Bureau is committed to reducing the cost of the 2020 
Census and maintaining high quality results. Our goal is that the 2020 
Census should cost less per case than the 2010 Census, adjusted for inflation. 
To the extent that can be achieved is largely dependent upon the five cost 
drivers of the 2010 Census: (1) the increasing diversity of the population; 
(2) the demand for the Census Bureau to strive for improving accuracy over 
previous censuses; (3) the lack of fiill public participation in the self-response 
phase of the census, requiring the hiring of a large field staff for non-response 
follow-up; (4) the failure or challenges with linking major acquisitions, the 
schedule, and the budget; and, (5) substantial investments in major, national 
updating of the address frame just prior to enumeration. 

As mentioned above, the Census Bureau has embarked on a research 
and testing program that focuses on major innovations oriented around 
these major cost drivers, except for the first two, increasing diversity and 
the demand for a very high level of accuracy, which are beyond the Census 
Bureau’s control. Major innovations in three key areas of the design of the 
2020 Census can control costs relative to the 2010 Census design. 

The first key area is conducting a Targeted Address Canvassing operation 
as a result of improving address coverage and map feature updates as part of 
the FY 2011 Geographic Support System (GSS) Initiative. The possibilities for 
maintaining our address list and maps range from a full address canvassing 
operation (similar to what we did for the 2010 Census, where we walked 
almost every street in America to verify and capture information about every 
housing unit with the correct geography), to targeted address canvassing, to 
not having to do address canvassing at all. The 2020 Census research and test 
work in conjunction with the GSS Initiative will be critical to understanding 
the extent to which we can reduce the amount of address canvassing. 
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The second key area is Multiple Mode Response options, which allows 
for the public to respond to the census via multiple modes, such as mail, 
telephone, internet, face-to-face interview, and other electronic response op- 
tions that may emerge to ensure that diverse subgroups of the population, 
including those that speak langpiages other than English, have every oppor- 
tunity to submit their information. This also includes redesigning the most 
expensive component of the census, the Non-response Follow-up operation, 
where we enumerate households that do not initially provide their informa- 
tion to us. The Census Bureau will explore using existing data sources like 
the American Community Survey and administrative records to obtain data 
about those households that do not otherwise respond to the census. Using 
administrative records for a substantial number of non-respondents could 
result in substantially smaller field and labor infrastructure, thereby saving 
billions of dollars. We can also save money by modernizing the Information 
Technology (IT) and field support infrastructure. 

The third key area is Increase Program Management and Systems Engi- 
neering Efforts Early in the Decade. Based on lessons learned, there were 
areas of program management that have potential for improvement. To 
achieve the goals of the 2020 Census, sufficient investments in planning and 
research are being made early. In addition, the program’s budget, schedule, 
and scope are being integrated, and an iterative process is being put in place 
that will allow flexibility in planning and design. To the extent possible, we 
will make decisions based on the evidence from our research. The goal of this 
extensive up-front effort is to hold down costs later in the decade without 
compromising quality. 

The bottom line is that the more we can innovate, the more we can contain 
costs without sacrificing the high quality census that the country requires. 
The Census Bureau is tasked with producing the most accurate data possible 
in every census, including the 2020 Census. However, obtaining a complete 
and accurate census every ten years becomes more complex and difficult 
with each successive cycle. For the 2020 Census, a larger, more diverse 
population will be more difficult and expensive to count. While we can reduce 
costs considerably by utilizing advances in technology and innovations in the 
design of the decennial census as addressed in the Rough Order of Magnitude 
Cost Estimation Document there is a point at which reducing costs could lead 
to a significant reduction in the quality of census data. The 2020 research 
and testing program will help us gain a better understanding of the extent to 
which we can contain costs without sacrificing coverage and data quality. 

Question. As with other large, multi-year efforts, the Department presents 
cost estimates for the outyears. If the Census is going to cost billions of 
dollars to undertake, the Committee needs to see the life cycle costs and the 
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assumptions behind those costs. These are not in the budget. What is the 
current life-cycle estimate for the 2020 Census? Please provide this estimate 
to the Committee, as well as key decision points in the process. 

Answer. The Census Bureau is in the process of moving from the 2010 Census 
Cost Model to the 2020 Census Cost Model. As a first step, we have developed 
a set of outyear cost estimates at the Rough Order of Magnitude (ROM) level. 
At this point in the life cycle of the 2020 program, the estimates have low 
precision and are merely an approximation. As the research begins, we will 
mature the estimates using additional 2010 results and results from the 2020 
research. Accordingly, these estimates do not represent official program plan- 
ning estimates. Nonetheless, they give us a sense of the challenge we face. 
The ROM cost estimate for four potential design alternatives ranged from 
$12.6 billion to $17.8billion, in nominal dollars. The highest cost estimate 
is for the design alternative that has the lowest risk because it most closely 
mirrors the 2010 Census operational design. It is not dependent on demon- 
strating the major operational innovations, such as use of administrative 
records and targeted address canvassing. As we consider these innovations, 
we approach ROM cost estimates that bring us very close to the level of the 
2010 Census. The results of our 2020 research and planning efforts will 
increase the precision of these estimates and provide insight on the cost 
levels we can approach by implementing the innovations we are exploring. 
These estimates will be updated with the life cycle estimates that accompany 
the FY 2015 budget submission and will continue to be refined on an ongoing 
basis. The full ROM estimate will be provided to the Committee as part of 
our FY 2012 reporting requirements on the 2020 Decennial Census. 

The integrated master schedule (IMS) for the 2020 Census will detail the 
critical decision points. The schedule is constructed with high-level milestones 
to control the overall program lifecycle. Program-level decision points and 
Project-level activities will cascade from these high-level milestones. The 
schedule will be baselined by September 2012 and refreshed in April 2013 to 
account for further results of the research program. 

The Decision Roadmap (see figures 3 and 4) for the 2020 Census illustrates 
key decision points by fiscal year in the research and testing phase. The 
roadmap documents the relationships between the research tracks and the 
key decision points. Research tracks are focus areas that address the five 
major cost and quality drivers in the census mentioned in the answer above. 


U.S. PATENT AND TRADEMARK OFFICE 

Last year. Congress passed the America Invents Act, which the President 
signed in September 2011. This legislation contained a number of sweeping 
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Figure 3: Research and Testing Phase Design Decision Roadmap 
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Figure 4: Census 2020 Research and Testing Phase Design Deci- 
sion Roadmap 
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Self-Response Enumeration 
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Non-Response Enumeration 

Track A: How do we leverage technology, variation in demographic/geographic response propensities, and new response modes to 
increase seif-response, improve non-response data collection s^ategies, and reduce costs? 

Trade E: How do we leveroge adminis^ative records (including commercial files) to significantly reduce decennial census cost, while 
maintaining quality? 
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Infrastructure 
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changes, including giving the Patent and Trademark Office much more auton- 
omy. One of the initiatives that we discussed with Under Secretary Kappos 
a few weeks ago when he testified before the Committee was his operating 
reserve. This reserve is estimated to be $377 million at the end of fiscal year 
2013; it is expected to grow to $1.5 billion in fiscal year 2017 if PTO doesn’t 
reduce its fees. The Reserve is the amount of fees that PTO collects in a given 
year and intentionedly decides not to spend. Their rainy day fund. 

Question. Will Commerce provide any oversight with respect to how much 
the PTO can hold in reserve and what these funds may be used for? 

Answer. The Department provides active and ongoing oversight of its compo- 
nent bureaus, including the USTPO. Through the annual budget process and 
ongoing financial monitoring, the Department will continue to work to ensure 
that the USPTO has an appropriate level of funding and is using resources 
consistent with the purposes of its mission and principles of strong financial 
stewardship of fees paid by the intellectual property community. 

Question. What is the status of the PTO effort to establish a framework 
whereby firms that hold potentially classified patent applications ensime 
that their information technology systems are protected from potential cyber 
intrusions? 

Answer. The USPTO is considering how to best advise inventors and their 
lawyers as they consider upgrading information technology to certain mini- 
mum standards if they intend to store a protected application electronically. 
One option under consideration is for the USPTO to host a roundtable to 
discuss best practices for private entities that electronically store private 
data the government has deemed confidential, secret or classified. Another 
alternative might be to add appropriate advisory language to the notice al- 
ready sent by USPTO to applicants informing them that their application 
has been placed under a secrecy order. 

While the USPTO does not have the statutory authority to promulgate 
regulations requiring inventors and their lawyers to meet specified IT se- 
curity standards, USPTO IT managers often discuss these issues directly 
with private entities. For example, a broad range of cyber security issues 
were discussed at the USPTO’s recent “USPTO IT Security Awareness Day” 
attended by numerous private parties and business entities with a common 
goal of effectively protecting sensitive and proprietary information. 
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ECONOMIC DEVELOPMENT ADMINISTRATION 

Question. The request for the Economic Development Administration reduces 
funding for Public Works. It appears that EDA has moved away from its niche 
economic development role of providing basic infrastructure to distressed 
communities. Why the de-emphasis of EDA traditional role in funding public 
works projects? 

Answer. EDA has a long history of investing in critical infrastructure projects 
in distressed communities, and that has not changed. In fact, EDA’s con- 
struction investments through the Public Works (PW) and the Economic 
Adjustment Assistance (EAA) programs remains a critical component to the 
agency’s portfolio for promoting economic development. Addressing economic 
distress requires investments to meet the unique needs of each community 
and region. EDA seeks to provide a balanced portfolio of solutions to support 
placed-based strategies that will be most effective in creating jobs wherever 
distress occurs. Specifically, EDA’s Economic Adjustment Assistance (EAA) 
program can support traditional public works projects as well as offer other 
tools that enhance contemporary economic development, particularly pro- 
viding access to capital through Revolving Loan Fund (RLF) grants. The 
EAA program has a proven track record and provides the flexibility to teiilor 
economic recovery strategies to particular community needs. In addition, 
EDA has proposed for a dedicated funding source for the Regional Innovation 
Strategies (RIS) program which will play a critical role in supporting EDA’s 
efforts to foster regional innovation clusters, promote the export potential 
of American regions, and encourage 21st century innovation infrastructure. 
The addition of the RIS program and balanced portfolio approach between 
PW and EAA will maximize flexibility to address the bottom-up economic 
development needs of communities across the country. 

Question. Concern has also been raised with respect to EDA’s headquarters 
staff making funding decisions about where grants should be awarded instead 
of the regions. Please explain the how the current process works now with 
respect to making grant fimding decisions. Has this process changed over the 
last several years? 

Answer. EDA’s grant funding decisions are made by the agenc^s six re- 
gional offices in support of locally-developed, bottom-up economic develop- 
ment projects. While multi-agency, place-based initiatives such as the i6 
Challenge and Jobs and Innovation Accelerator Challenge are supported and 
worked on by headquarters staff in collaboration with staff from our partner 
agencies, final decisions are made by the regional directors. 
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Question. For the record, please provide the Committee with a list of Public 
Works and Economic Adjustment Assistance grants that have been provided 
over the last five fiscal years, to include the location and the criteria EDA 
used to provide the funds. Please include the Census data on unemplo 3 Tnent 
rates, population rates, and poverty rates for each of the counties where the 
awards were made. Base funding only. 

Answer. A list of historical grant awards can be found in each of EDA’s 
Annual Reports for the requested years which capture every grant award 
made during that given year. EDA will provide a copy of its annual reports 
for FY 2006 through FY 2010 under a separate cover and provide the smnual 
report for 2011 when it is completed and released. 

The Census data that was requested is not recorded in EDA’s grant 
management system. EDA will not be able to provide this data since it is 
only contained in each of the individual award packages. 

Criteria information for each of EDA’s grant programs and initiatives 
is provided in each of its FFO’s, which can be found on the EDA website, 
http : // WWW .eda.gov/. However, due to the current IT disruption historical 
FFO’s (prior to FY 2012) are not available. 

EDA has also included with these responses a supplemental attachment 
that provides a general overview of EDA’s grant application review and 
selection process for all of EDA’s grant programs. 

[Clerk’s note. — The EDA has yet to provide the information indicated 
above.] 


NATIONAL OCEANIC AND ATMOSPHERIC ADMINISTRATION 

NATIONAL WEATHER SERVICE FUNDING SHORTFALL 

I understand that NOAA, in coordination with the Department of Commerce 
and the Office of the Inspector General, has been conducting a review of 
certain programs in the National Weather Service budget. It seems that 
at least during fiscal years 2010 and 2011, the National Weather Service 
moved appropriated amounts from systems upgrades to salaries and benefits 
without notifying the Committee. 

[Clerk’s note. — The Committee held a hearing on this matter on June 
21, 2012. The transcript of that hearing and additional questions for the 
record are included later in this volume.] 

Question. Please provide the Committee with a report of what the review 
found? What upgrades to weather forecasting equipment were not completed 
because of these diversions? 
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Answer. The Department will provide an answer to this question under 
separate cover. 

Question. Does Commerce intend to submit a reprogramming during fiscal 
year 2012 to address any funding shortfalls, either for salaries and expenses 
or equipment upgrades? 

Answer. The Department will provide an answer to this question under 
separate cover. 

Question. This issue calls into question the fiscal year 2013 budget request 
for the National Weather Service. Will NOAA need to adjust its fiscal year 
2013 request that is pending before the Committee? 

Answer. The Department will provide an answer to this question under 
separate cover. 


SATELLITES 

The fiscal year 2013 NOAA budget request for NOAA satellite programs is 
nearly $1.9 billion, including increases of $154 million. The President’s bud- 
get puts forward yet again another new proposal on the JPSS polar-orbiting 
satellite program. When the first contracts were awarded for NPOESS a 
decade ago, the cost was going to be $7 billion and the first satellite was 
to have flown in 2008. While the current baseline cost is $11.9 billion, the 
Committee understands that recent independent cost estimates put increased 
the price tag to as high as $16.1 billion for a reduced set of capabilities and 
an estimated first launch in 2017. In response NOAA has put together a new 
proposal in the fiscal year 2013 budget to lower the life-cycle cost. 

Question. Based on the NOAA budget it appears that the successful deploy- 
ment of weather satellites is the top programmatic priority in NOAA. Does 
NOAA agree with that? 

Answer. Given the role that weather satellites play in the Nation’s forecasting 
capability and the need to provide stable funding to successfully deploy these 
satellites, we agree that weather satellites are a top priority. Satellites are 
a critical part of the observing system that feeds information to weather 
forecast models and provides timely real-time observations for forecasters. 
Federal, State, and local emergency managers depend on National Weather 
Service (NWS) forecasts and warnings in order to protect lives and property 
from severe weather events. Satellites are a critical part of the observing 
system that feeds information to forecast models and provides timely real- 
time observations for forecasters. 
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To carry out its operational mission, NOAA must maintain a compre- 
hensive and integrated ojjerational observing system, with near- 100 percent 
reliability, available 24 hours a day and 365 days a year. This requires stable 
and adequate funding for satellites, to ensure that they are launched in time 
to provide satellite coverage needed to support NOAA’s operational weather 
mission. Stable and adequate funding also helps to prevent cost growth due 
to delays in development work and the associated costs of extending the 
procurement schedule. 

NOAA satellites provide both global coverage (polar-orbiting) and constant 
viewing (geostationary) of U.S. geographical areas. Polar-orbiting satellites 
are a critical part of the global observing system. Their information enables 
global weather forecasts by providing observations over oceanic areas and 
at high latitudes not covered by other observing systems. Global forecasts 
are necessary to generate regional forecasts used by the Nation’s Weather 
Enterprise, including National Weather Service (NWS) operations. Depart- 
ment of Defense (DoD) and other Government agencies, commercial users, 
climatologists and University and environmental research communities. 

Question. When will the satellite integrator receive all of the sensors for 
JPSS — month, year — and who long does the integration process take? 

Answer. If JPSS-1 development efforts continue on their planned schedules, 
all five JPSS-1 sensors are planned to be completed and ready for shipment to 
Ball Aerospace by 1st Quarter FY 2015. JPSS-1 observatory integration and 
test is expected to take approximately 6 quarters, and launch site integration 
and test approximately 2 quarters. 

The Department and NOAA opted to procure a near clone of the Suomi 
NPP spacecraft bus to provide the JPSS program a spacecraft as early as 
possible and to simplify the integration process of JPSS-1, both of which 
reduced schedule risk. With a near clone, NOAA’s engineers will be able 
to more easily integrate instruments onto the JPSS-1 spacecraft using the 
experience and knowledge gained from integrating sensors onto the Suomi 
NPP spacecraft and from subsequent calibration and validation activities. 
The instruments are ahead of the spacecrafts and imtil the spacecraft is ready, 
they cannot be integrated. The JPSS program is confident that instruments 
can begin being delivered within the range provided. 

The integration process not only includes placing the instruments on the 
spacecraft bus, but also environmental tests that will confirm the design 
integrity of the spacecraft and include thermal vacuum, electromagnetic 
compatibility, electromagnetic interference, vibration, shock and acoustic 
testing, testing of mechanisms and deployments, along with performance 
testing of the instruments and spacecraft. 
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Meeting the scheduled delivery dates for each of the instruments is predi- 
cated on receiving the funding requested in the FY 2013 President’s Budget 
Request ($916.4M) and in future years as outlined in FY 2013 Congressional 
JustificationThese timeUnes support launch of JPSS-1 in the 2nd Quarter FY 
2017. The estimated integration of 6 quarters represents a realistic schedule 
for integration of multiple instruments on a satellite and is comparable to 
the 6-7 quarters estimated to integrate the five instruments for GOES-R. 

The development and acquisition of a multi-sensor, operational satellite 
system is extremely complex. Program managers must vifork to ensure that 
an integrated, realistic schedule for the development, acquisition, delivery, 
integration, and testing of hardware and software elements is met. 

Question. During what month of what year will JPSS 1 launch? 

Answer. With the $924 million appropriated for JPSS by the Consolidated 
and Further Continuing Appropriations Act, 2012 (P.L. 112-55), and the FY 
2013 President’s Budget request of $916.4 million, NOAA would be able to 
work wdth NASA on ramping up the contractual efforts in order to support a 
launch date of the JPSS-1 satellite in the 2nd Quarter of FY 2017 (not later 
than March 31, 2017) 

Question. Given its performance to date, what are the current predictions, 
month and year, for how long the NPP will continue to provide useful data? 

Answer. Suomi NPP is operating nominally since its launch in October 2011. 
Suomi NPP’s instruments are providing quality data from observations that 
are being calibrated and validated with the current polar-orbiting satellite, 
NOAA-19. Suomi NPP has a five-year design life. However, satellites often 
operate beyond their design life specification. Since the instruments on NPP 
are the next generation of sensors, their performance on orbit is unknown, 
although NOAA and NASA are confident that these instruments, based on 
current performance, will meet their design specification requirements. 

Question. Please explain the gap of up to 24 months of insufficient satellite 
data with respect to the lifetime of the NPP and the launch and calibration 
of JPSS 1. 

Answer The methodology that NOAA has used to calculate the gap is based 
on a probabilistic methodology that is used for operational satellites. As such, 
the basis of the gap is the probability or likelihood that failures aboard the 
spacecraft will result in a loss of data. This might occur as a total loss of a 
data stream, the failure of one or more critical sensors, or degradation to a 
point that the data become unusable. 
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Assuming that Suomi NPP ceases to operate at the end of its projected 
life in 2016 and JPSS-1 becomes fully operational in 2018 (after undergoing 
post-launch checkout and calibration and validation activities), we estimate 
that the potential data gap in the afternoon orbit could likely be up to 18 to 
24 months. . In reality, Suomi NPP could last longer or shorter than what 
the current probability analysis suggests, which would impact the duration 
of the gap. Additionally, NOAA’s ability to maintain the JPSS launch date, 
which would also impact the duration of any gap, is dependent on receiving 
timely appropriations. 

Questions for the Record — Mr. Culberson 

INTELLECTUAL PROPERTY PROTECTION 

Question. Mr. Secretary, in a recent op-ed, you emphasized the importance of 
exports, manufacturing, and “in-sourcing” to US job growth. We can all agree 
that these are critically important goals. But how can the United States suc- 
ceed in achieving these goals when large manufacturers in emerging markets 
steal billions of dollars in American information technology (IT) to gain an 
unfair competitive advantage against American manufacturers? When for- 
eign competitors steal IT, they rob our most innovative industries of potential 
export sales and make it all the more difficult for American manufacturers to 
compete in an already challenging global economy. American manufacturers 
spent about $95 billion on information technology in 2010 to enhance their 
productivity and efficiency. When foreign manufacturers steal IT to achieve 
these same benefits at none of the cost, shouldn’t the Administration take 
action? 

[Department clarification.— The Office of Budget has clarified with 
the House Appropriations Committee that the Congressman is attempting to 
address the stealing of intellectual property rather than the stealing of IT 
itself] 

Answer. The Administration recognizes that theft of American information 
technology presents an increasing threat to our innovative industries and our 
overall economic strength. And we are taking action to address this serious 
problem. Counterfeiting of semiconductors and other electronic components 
not only cost U.S. industry millions of dollars, they also pose risks to global 
supply chains, public health and safety, and civilian and military infrastruc- 
ture. The theft of trade secrets from American companies by foreign nationals 
and governments threatens our economy, safety and innovative lead in critical 
areas such as aerospace, telecommunications and green technologies. 

The Department of Commerce works with companies across the IT sector 
to address all forms of intellectual property theft. We are taking action to 
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address the threat on three different levels. First, we have an aggressive 
monitoring program through which we reach out to businesses and others 
within the U.S. government on a continual basis to have a cleeir understanding 
of the challenges. Second, the Department has developed a program to 
educate U.S. businesses on measures they can take to protect the intellectual 
property interests that they have in their IT. Finally, we are engaged in 
advocacy, bilaterally with foreign governments and in multilateral forums, 
on behalf of U.S. businesses that have fallen victim to this pernicious unfair 
practice. Through the interagency process, we work closely with USTK and 
other agencies to develop a more robust trade policy response to this threat, 
such as incorporating new disciplines into the Trans Pacific Partnership (TPP) 
Agreement, which will be a model 21st Century trade agreement. Examples 
of recent activities include the International Trade Administration’s (ITA) 
effort, through its partnership with the National IPR Coordination Center 
(NIPRCC), to organize several interagency and public-private sector meetings 
on trade secret theft and industrial espionage, bringing together agencies 
from across the trade, law enforcement and intelligence/military spectrum. 

The Department of Commerce also educates U.S. businesses, particularly 
small- and medium-sized businesses, on the dangers of trade secret theft 
and other forms of intellectual property rights infringement and provides 
online resources on the protection and enforcement of IPR, doing business 
in foreign markets and reporting IPR theft through www.STOPfakes.gov. 
Furthermore, as President Obama made clear in his State of the Union 
address earlier this year, and in speeches throughout his Administration, the 
innovation, ingenuity and creativity of the American people are essential to 
our prosperity. This is why intellectual property protection and enforcement 
are priority trade issues for the Obama Administration. The President is 
committed to ensuring that U.S. businesses compete on a level playing field 
and for this very reason, he established the Interagency Trade Enforcement 
Center (ITEC). The ITEC will serve to enhance interagency coordination in 
investigating and taking appropriate action against IPR-related and other 
unfair trade practices. The Department of Commerce will co-lead the Center, 
and we will continue to work with other international trade agencies to 
investigate and help hold accountable those responsible for the systematic 
theft of U.S. technologies. 

Question. Mr. Secretary, you have identified support for advanced manufac- 
turing as one of your top priorities for the Commerce Department. Advanced 
manufacturing is critically important as a driver of R&D, knowledge pro- 
duction, and high-paying jobs. But your Department’s recent report showed 
that the United States has been running a trade deficit in advanced tech- 
nology products since 2002 — and that the problem is only getting worse. In 
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many cases, these advanced technology products are now being made by for- 
eign manufacturers that unfairly compete by stealing American information 
technology. These foreign manufacturers use their unfair cost advantage 
to squeeze America’s law-abiding manufacturers out of the market. What 
can the Administration do about this problem and to ensure that America’s 
advanced manufacturers can continue to thrive and innovate? 

Answer. In addition to the efforts outlined in response to your first question, 
the Administration, including the Department of Commerce, routinely urges 
our trading partners at the highest levels to ensure that they have robust 
systems that respect trade secrets and other forms of intellectual property 
rights. Robust systems include not only the recognition and protection of 
these rights through registration or other systems, but also the meaningful 
opportunity to enforce those rights against violators and to obtain redress 
that compensates the right owner and deters future unlawful behavior. With 
respect to China, the trading partner that presents the primary threat to U.S. 
intellectual property rights, we address these issues through an IPR Working 
Group established under the U.S.-China Joint Commission on Commerce and 
Trade. 

We also identify and work to overcome trade distorting policies in for- 
eign markets that are designed to promote “indigenous innovation” to the 
exclusion of U.S. companies. Conunerce also addresses other anti-competitive 
policies, such as technology transfer as a prerequisite to doing business in 
a market, which create opportunities for unscrupulous business partners to 
steal from U.S. companies, damaging our companies’ profitability and compet- 
itiveness in the local market and elsewhere. At times, we identify instances 
in which foreign governments are failing to honor obligations in international 
trade agreements and are thereby impeding market access for the U.S. ad- 
vanced manufacturing and/or other industries. In such cases, the Commerce 
Department organizes, through its Trade Agreements Compliance Program, 
teams of international trade experts to work with the affected industries or 
firms and the foreign government to remove these trade barriers that impede 
American companies’ competitiveness. In addition, we are seeking to incor- 
porate new disciplines into the Trans Pacific Partnership (TPP) Agreement, 
including coverage of State-Owned Enterprises, to address these concerns. 

Questions for the Record — Mr. Graves 

INTELLECTUAL PROPERTY PROTECTION 

Secretary Bryson, I am concerned that many American businesses today 
are finding that the plajring field isn’t level in regards to American tech- 
nology, because foreign competitors steal technology and engage in other 
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illegal conduct to slash costs. It is my understanding that these kinds of 
unethical business practices can give a foreign manufacturer a significant 
cost advantage, sometimes amounting to huge financial losses for businesses. 

Question. What is the Commerce Department doing to ensure that American 
companies get a fair shot and compete on a level playing field? 

Answer. The Administration recognizes that theft of American information 
technology presents an increasing threat to our innovative industries and our 
overall economic strength. For example, counterfeit semiconductors and other 
electronic components not only cost U.S. industry millions of dolleu's, they also 
pose risks to global supply chains, public health and safety, and civilian and 
military infrastructure. The theft of trade secrets from American companies 
by foreign nationals and governments threatens our economy, safety and 
innovative lead in critical areas such as aerospace, telecommunications and 
green technologies. 

The Department of Commerce works with companies across the U.S. econ- 
omy to address all forms of intellectual property theft. We are taking action 
to address the threat on three different levels. We are reaching out to busi- 
nesses and others within the U.S. government to get a clear understanding 
of the challenges. We are educating U.S. businesses on measures they can 
take to protect the intellectual property interests that they have in their 
products and services. We are also engaged in advocacy, bilaterally with 
foreign governments and in multilateral forums, on behalf of U.S. businesses 
that have fallen victim to this pernicious unfair practice. We are also work- 
ing with USTR and other agencies to develop a more robust trade policy 
response to this threat, such as incorporating new disciplines into the Trans 
Pacific Partnership (TPP) Agreement, which will be a model 21st Century 
trade agreement. Examples of recent activities include the International 
Trade Administration’s (ITA) effort, through its partnership with the Na- 
tional IPK Coordination Center (NIPRCC), to organize several interagency 
and public-private sector meetings on trade secret theft and industrial es- 
pionage, bringing together agencies from across the trade, law enforcement 
and intelligence/military spectrum. 

The Department of Commerce also educates U.S. businesses, particuleu'ly 
small- and medium-sized businesses, on the dangers of trade secret theft and 
other forms of intellectual property rights infringement and provides online 
resources on the protection and enforcement of IPR, doing business in foreign 
markets and reporting IPR theft through www . STOPf akes . gov. Furthermore, 
as President Obama made clear in his State of the Union address earlier this 
year, it’s not right when other countries steal U.S. innovation, or when foreign 
manufacturers have a leg up on ours only because they are subsidized. This 
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is why intellectual property protection and enforcement are priority trade 
issues for the Obama Administration and why the President established the 
Interagency Trade Enforcement Center, to investigate these and other unfair 
trade practices. The Department of Commerce will co-lead the Center, smd we 
will work with other international trade agencies to investigate and help hold 
accountable those responsible for the systematic theft of U.S. technologies. 
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Opening Statement — Mr. Wolf 

Mr. Wolf. Mr. Secretary, thank you for appearing before the 
committee. Congratulations again on the passage of the historic 
America Invents Act legislation late last summer. 

This legislation which includes the authority to adjust fees and 
a myriad of other changes to update the patent system has raised 
stakeholders’ expectations significantly. 

The America Invents Act established a new fee reserve fund for 
fee collection in excess of PTO’s annual appropriations. 

Our fiscal year 2012 Appropriation Act directs the PTO to submit 
a spending plan through the reprogramming process for any such 
excess. In this way, we have established a mechanism whereby all 
fees collected by the PTO during the fiscal year can be made avail- 
able to spend on PTO activities. 

I disagree personally with much of the rhetoric and the talk 
about fee diversion that were circulating during the legislative 
process surrounding the America Invents Act. 

Over the years, the PTO gradually moved from being funded 
with regular appropriations to being partially funded to being fully 
fee funded. 

During this transition, there were years when the PTO collected 
more than what was appropriated. But in the period since 2004, 
the committee provided more in appropriated dollars than the PTO 
collected. 

I would also like to state that during the last ten years — and no- 
body objected to say, Mr. Wolf, we did not collect all those fees, so, 
Mr. Mollohan, please do not do this. They were glad that we did 
it. And Mr. Mollohan did it. 

I would also like to state that during the last ten years, the 
PTO’s budget and staffing have grown as has the backlog. To con- 
tinue with the drumbeat that the backlog has grown to an unman- 
ageable level because of lack of funding is disingenuous. 

The backlog grew because PTO had a hard time retaining sea- 
soned examiners and because the applications are increasingly 
more complex. 

I wanted to take a few minutes to run through the history and 
to state that we will continue to provide the PTO with the support 
it needs to improve its processes. 

(135) 
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For fiscal year 2013, PTO estimates it will collect some $2.9 bil- 
lion in fees. From the amount, PTO anticipates that it will collect 
$247 million in patent fee surcharges before it promulgates a new 
fee schedule during fiscal year 2013. 

I understand you have a rigorous process in place to ensure that 
you can meet all the requirements established in the America In- 
vents Act and we look forward to hearing from you. 

I am going to recognize Mr. Fattah. But on this one comment 
where we said the backlog grew because PTO had a hard time re- 
taining its fees and examiners, maybe during the testimony you 
might cover that. 

Are you talking to any outside groups, human resources groups 
to see if there is some change in order to retain or if it is just the 
fact that this has been the historical pattern, that they come in and 
they earn a lot from the Federal Government and then they go out 
with private firms? But is there something that is different now 
that could be changed whereby more would stay with the PTO? 

I just recognize Mr. Fattah. 

Opening Statement — Mr. Fattah 

Mr. Fattah. Let me thank the Chairman. 

And let me welcome you again before the Committee and con- 
gratulate you on the work that you are doing to implement the 
America Invents Act and to manage probably the central linchpin 
of our innovation economy, that is the Patent Office. 

And I know you have done a tremendous amount of work. The 
Administration should be appropriately proud of its achievements 
to date, but there is a lot more work to do. And so I will be inter- 
ested in your comments around the backlog. 

I know it is down, but it is still a challenge, and where you are 
on the hiring process, and along with the chairman, obviously what 
the Committee can do to help as you proceed forward with this im- 
plementation because obviously it is not just a money issue. I 
mean, this is a significant challenge. 

But you have done an extraordinary job to date. I look forward 
to your testimony. 

Mr. Wolf. Your full statement will appear in the record and pro- 
ceed as you see appropriate. 

Opening Statement — Mr. Kappos 

Mr. Kappos. Okay. 

Well, Chairman Wolf and Ranking Member Fattah, thank you 
very much for having me in this morning and for this opportunity 
to discuss the USPTO’s operations and programs and initiatives 
and the President’s 2013 budget request. 

Mr. Chairman, first, I would like to thank you and the committee 
on behalf of the over 10,000 employees at the USPTO for your and 
your subcommittee’s efforts that ensured that our agency has ac- 
cess to our fee collections in the current fiscal year. 

Our fiscal year 2012 appropriation has enabled us to effectively 
begin implementing the America Invents Act and to continue our 
ongoing efforts to improve USPTO operations. 
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I would like to share with the subcommittee the progress that 
USPTO and our employees have made over the last year. 

Our workload continues to increase to record setting levels. In 
fiscal year 2011, we received more than 500,000 patent applica- 
tions. We issued over 223,000 patents and we rejected almost 
231,000 patent applications, all all-time records for USPTO. 

We expect approximately 533,000 filings this year, growth of 
more than five percent two years running if that occurs. 

On the trademark side, we received some 398,000 plus trade- 
mark applications in fiscal year 2011, an increase of 8.1 percent 
and we expect to receive about 413,000 trademark applications this 
fiscal year. So we have got a lot going on. 

These figures in my view confirm that innovation is indeed alive 
and well and will help spur our Nation’s economic resurgence. 

Mr. Chairman, we are making real progress at the USPTO in re- 
ducing our patent application backlog. This is critical to economic 
development because every application that sits in our backlog rep- 
resents potential jobs that are waiting to be created. 

Currently the backlog is down to about 652,000 applications. 
That is down from a high of something like 770,000 applications. 

Mr. Wolf. What year was that in, 770,000? 

Mr. Kappos. 2009, early 2009, if I recall right. 

It is the lowest level in over five years now, five and a half years. 
Our first office action pendency has also improved and our final ac- 
tion pendency has also improved. 

Patent examiner hiring continues to be a priority. We currently 
have more than 6,800 patent examiners on board. Our plan is to 
hire a total of about 1,500 examiners this fiscal year. We have al- 
ready hired several hundred of them to get that number up to 
about 7,780. 

And you will be interested to know that our attrition level is cur- 
rently running at a very modest 3.28 percent. It is a very appro- 
priate attrition. I will talk more about that later. 

Our patent hoteling program which is in large due to your lead- 
ership, Mr. Chairman, has enabled the agency to hire new employ- 
ees without having to secure any additional real estate. 

A recent IG report, in fact, showed that the USPTO is realizing 
cost avoidance of many millions of dollars per year because of the 
success of our hoteling and teleworking efforts. 

Another means of attracting and retaining qualified examiners, 
the AIA, of course, directs the agency to establish satellite offices 
within two years. The USPTO is on schedule, on time to open our 
first office in Detroit this summer in July. We will get that done. 

As for additional offices, the general public and state and local 
officials were invited by a Federal Register notice to submit com- 
ments and suggestions. We received over 600 comments and sug- 
gestions and we are in the process of going through those right 
now. 

Mr. Chairman, the ALA, as you mentioned, signed into law last 
year represents the most significant modernization of our patent 
laws in generations. We are on schedule to implement all of the 
AIA provisions on time. 

Our outreach includes presentations that we are making literally 
around the globe as well as seven AIA road shows going on even 
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as we speak at coast- to-coast locations in the U.S. to explain the 
proposed rules to implement the legislation and to get feedback 
from the public. 

Early last month, we published proposed fees for our patent serv- 
ices under our new fee setting authority under the AIA. We have 
invited feedback from the public and our Patent Public Advisory 
Committee has already conducted two public hearings on the pro- 
posed fees. 

The trademark side of our operations, I am very pleased to re- 
port that the trademark pendency is doing great. It is at histori- 
cally low levels. Disposal pendency is 10.2 months, which is the 
lowest ever. First action pendency is at 3.2 months at the end of 
the first quarter, which is right in line with community expecta- 
tions for our work. 

Turning to the President’s 2013 fiscal year budget briefly, we are 
pleased that the budget grants the USPTO access to all of our an- 
ticipated fee collections. The budget fully supports our priorities in 
reducing patent pendency further, reducing the backlog further, 
improving our information technology systems, and implementing 
the AIA. 

Importantly, the budget also begins to allow the USPTO to build 
up an operating reserve. We feel that with an operating reserve, 
we will be able to maintain USPTO operations through future eco- 
nomic downturns. 

So our key fiscal year 2013 funding priorities include hiring an- 
other 1,500 patent examiners to further reduce pendency and back- 
log: expanding the nationwide workforce initiative with additional 
satellite office locations as mandated by AIA; hiring additional 
trademark examining attorneys to maintain first action pendency 
at that 3.5 month level and total pendency under 12 months; meet- 
ing currently AIA driven workload and hiring demands for our pat- 
ent board and Office of the General Counsel; and modernizing, con- 
tinuing to modernize, the IT operations for both our patent and 
trademark sides. 

So, Mr. Chairman, while we feel the USPTO is making good 
progress, we acknowledge that significant challenges remain. We 
look forward to working with you to meet those challenges. And we 
truly appreciate the continued leadership and support of this com- 
mittee for the employees and operations of the USPTO. 

Thank you, and I am happy to have a discussion. 

[The information follows:] 
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Introduction 

Chairman Wolf, Ranking Member Fattah, and Members of the Subcommittee: 

Thank you for this opportunity to discuss the United States Patent and Trademark Office's (USPTO) 
operations, programs, and initiatives, and the President’s FY 201 3 budget request to support those efforts. 

Mr. Chairman, before I do so, I want to extend the special thanks of over 10,000 USPTO employees to 
you and the subcommittee for your efforts that ensured our access to ail fee collections in the current 
fiscal year. Our FY 20 1 2 appropriation has enabled us to effectively begin the process of implementing 
the important provisions of the America Invents Act (AIA) and continue our ongoing efforts to improve 
the patent process and USPTO operations. 

Accomplishments 

More specifically, Mr. Chairman, I would like to share with the subcommittee the progress the USPTO 
and its dedicated employees have made over the last year. 

Patent Examination 

• In FY 201 1 we received over 506,000 patent applications, issued over 223,000 patents, and made 
almost 23 1,000 final rejections; those are all record-setting numbers. We expect approximately 
533,000 filings this year. These figures confirm that innovation is alive and well and will help 
speed our nation's economic recovery. 

• As of the end of FY 201 1, our backlog of utility patent applications was reduced to under 
670,000, the lowest level in several years, despite a 5% increase in filings. Currently, the backlog 
is down to under 655,000. We expect to have it down to under 622,000 by the end ofFY 2012, 
and to reach our final goal of 329,500 by the end of FY 2015. 
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• Our first office action pendency is down to 22.8 months; our goal is to reduce that number to 1 0. 1 
months by the end of FY 2015. 

• Our current total pendency average is 33.9 months; our goal is to reduce that number to 18.3 
months by the end of FY 2016. 

• We increased our total number of interview hours - time spent working with patent applicants to 
understand their inventions and resolve issues — to 1 40,692 hours in FY 20 1 1 . This represents an 
increase of 80% over FY 2008 and sets another all-time record for our agency. We expect to log 
over 150,000 hours of interviews this fiscal year. 

• Our Ombudsman Program, now in its second year, has enhanced the USPTO's ability to assist 
applicants and their representatives with issues that arise during patent application prosecution. 
More specifically, when there is a breakdown in the normal application process, including before 
and after prosecution, the Ombudsman Program assists in getting the application back on 
track. Applicants have given this program strongly positive reviews, and we are working to 
significantly expand usage this fiscal year. 

• Clearing Our Oldest Patent Applications 2.0 (COPA 2.0) is a continuation of the original COPA 
effort to eliminate the “tail” of backlog applications. For COPA 2.0, the tail is considered to be 
applications that are 13 months and older, as of October 1, 201 1, and have not received a first 
office action, The goal for FY 2012 is to complete a first office action on 260,000 applications. 

To date, we have worked on 106,634 COPA 2.0 applications, or 41% of the goal. 

Patent Examiner Fliring/Retention 

• We currently have more than 6,800 patent examiners on board and our plan is to hire a total of 
1,500 examiners this fiscal year for a net number of 7,787. Our attrition level, less transfers and 
retirees, is just 3.28% for the one-year period through January 2012. 

• Our award-winning telework programs have positioned the USPTO as an employer of choice and 
continue to serve as a model for other Federal agencies. There are currently more than 10,200 
employees of the USPTO and more than 6,800 employees (85% of eligible positions at the 
agency) are currently teleworking at least one day per week. 

• The USPTO’s Patent Hoteling Program has enabled the agency to hire new employees without 
securing additional real estate. A report released last month by the Department of Commerce 
Inspector General’s office calculated that the USPTO realizes a cost avoidance of $1,710 per 
hoteling participant in the first year in the program and $3,385 for each subsequent year. 

Hoteling employees relinquish office space on the USPTO campus to work from home 4-5 days 
per week. A total of 3,438 teleworking employees are currently hoteling. 

• Hoteling participants are more productive than eligible non-participants; our analysis of the 
production data for FYs 2009 and 2010 shows that patent examiners participating in the program 
worked, on average, approximately 14 more examination hours, including overtime, per year than 
non-participants. 

• Pursuant to the Telework Enhancement Act of 2010, the USPTO has begun to conduct a pilot 
program that allows full-time teleworkers, who decide, for their own convenience, to live further 
than 50 miles from the USPTO, to change their duty station to an alternative worksite in the city 
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in which they live. Under the program, these employees agree to travel to the USPTO when 
directed by the Office. 

• As a further means of attracting and retaining qualified patent examiners, the AIA directed the 
USPTO to establish, within three years, three satellite offices. The USPTO is already on track to 
open our first satellite office in Detroit this summer. The general public and city and state 
officials were invited via a Federal Register notice to submit comments and suggestions 
regarding the selection of the additional two offices. That comment period closed on January 30 
and we are in the process of reviewing and analyzing the more than 600 responses submitted. 


America Invents Act (AIA) Implementation 

• We have made substantial progress in implementing the critical provisions of the AIA. 

• We have already implemented seven provisions of the legislation -- all in a timely manner —and 
we have completed draft proposed rules for nine more provisions. We remain on-track to 
implement all of them on time. We submitted two studies to Congress: an analysis of the prior 
user rights defense, and a report on international patent protections for small businesses. 
Comments have been solicited and a hearing has been held, and a second scheduled for next 
week, on the issue of genetic testing; a report to Congress is due in June 2012. 

• In early February, the USPTO published proposed fees for all of the patent services it provides, 
pursuant to the new fee setting authority under the AIA. The proposed fee schedule represents 
only an initial proposal and is far from final. We have invited feedback and recommendations 
from the public and look forward to a meaningful dialogue over the coming months as we work 
to set these fees at the optimal levels. 

Throughout the fee setting process, the USPTO will be guided by two overriding principles: 

First, the agency must operate within a more sustainable funding model than it has in the past 
to avoid disruptions in agency operations caused by fluctuations in the economy. Doing so 
requires that the fees charged for services more closely reflect the actual cost of delivering 
those services. This cost must account for both planned expenses and unanticipated events, 
which requires that the Office responsibly build an operating reserve to ensure its long-term 
financial stability. Second, the USPTO is adhering to the strategic imperative set by its user 
community to dramatically reduce patent pendency and the backlog of unexamined patent 
applications in accord with the USPTO’s 2010-2015 Strategic Plan. 

The Patent Public Advisory Committee (PPAC) held two public hearings on the proposed fee 
schedule and will issue a report to the USPTO detailing its comments, advice, and 
recommendations. 

• In addition to the two hearings for the Genetic Testing Study, and two PPAC fee setting hearings, 
the USPTO is in the process of conducting seven AIA roadshows, at coast-to-coast locations, to 
explain its proposed rules for various new provisions required under the AIA, including 
supplemental examination, inter partes review, and post grant review. 

• The USPTO has launched the AIA-mandated accelerated examination program (Track I) that 
allows patent applications to be processed to completion in 12 months and offers small businesses 
a discount on this option. We have already issued hundreds of office actions and even granted 
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patents under Track I, which is enabling new technologies, new industries, and new markets 
to grow quicker than ever before. 

• As an effective, cost-saving alternative to litigation, the USPTO is developing new in-house 
review processes for challenging granted patents. For both our post-grant review process and our 
inter partes review process, we are building state of the art procedures that will balance the 
interests of third-party challengers and patent owners — all within a 12-month time frame. 

• We are working with intellectual property law associations across the country to expand the 
availability of pro bono programs designed to assist financially under-resourced independent 
inventors and small businesses. 

Patent Initiatives 

• The USPTO recently extended the deadline for filing petitions under the Green Technology Pilot 
Program, originally set to expire on December 3 1 of last year, through March 30, 201 2, or until 
3,500 applications have been accorded special status under the program. Program statistics show 
that stakeholders participating in the pilot program have obtained patents much more quickly as 
compared to the standard examination process. Currently, the average time between granting of a 
green technology petition and first office action on the merits is just 85 days. In many instances, 
applicants have had their Green Technology inventions patented in less than one year from the 
application filing date. A total of 3,375 petitions have been granted to green technology patent 
applicants since the pilot began in December 2009. 

• In early February, at a White House event, the USPTO announced the Patents for Humanity pilot 
program that will incentivize patent owners to use their patented technology to address 
humanitarian needs. This 12-month pilot advances the President’s global development agenda by 
rewarding companies who bring life-saving technologies to underserved regions of the world, and 
by highlighting positive examples of humanitarian actions that are compatible with business 
interests and strong patent rights. 

The pilot will be run as a prize competition for applicants that have leveraged their patented 
technology to significantly address public health or quality of life issues faced by impoverished 
people. By demonstrating how they have contributed a patented technology to advance scientific 
research on neglected humanitarian issues, organizations will be awarded with a certificate for 
accelerated processing of a select matter before the USPTO. Up to 50 awards will be given 
during the 12-month pilot, depending on the number and quality of submissions. 

Patent Prosecution Highway (PPH) - Work Sharing 

• In recent years, the PPH has proven to be one of the most significant work sharing initiatives for 
the USPTO, and a successful vehicle enabling faster and less expensive multi-country patent 
prosecution for the Intellectual Property (IP) community. 

• As of the end of 20 1 1 , more than 9,000 applications at the USPTO have been processed within 
the PPH program. This represents a 1 00%+ increase in usage, two years running. Users benefit 
not only by fast portfolio-building but also by enjoying the collective savings of millions of 
dollars in the process. A recent study by our user community demonstrated that — in a single 
application — anywhere from $2,000 to $13,000 in reduced prosecution costs can be realized 
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through PPH, depending on the complexity of the invention. For international fliers of all sizes, 
that level of savings adds up quickly. 

• And even while the PPH has grown tremendously in usage, we are working with our partner 
offices — which now total 21 — to further improve the program. One of the first major steps taken 
was expansion of the PPH into the Patent Cooperation Treaty (PCX) system. This has opened up 
the advantages of PPH to an entire sector of international filers, and has also paved the way for 
making the PCT system the work sharing model it was originally intended to be. 

Trademark Operations 

• Our Trademarks team continues to perform at world-best level, handling record numbers of new 
applications (almost 400,000) last year, launching a 21“ century total quality program that would 
keep pace with any private sector equivalent, and serving as voice and conduit for U.S. brand- 
owners small and large. 

• We are pleased to report that trademark pendency is at historically low levels. Much of the 
reason for this is because some 75% of all trademark applications are filed and processed 
electronically. Disposal pendency — the time from when an application is filed until a trademark 
is registered or abandoned - is 10.2 months, the lowest ever. In fact, it has been under 1 1 months 
for the past seven quarters in a row. First action pendency, which measures the time it takes for a 
new application to receive an initial response from our Office was at 3.2 months at the end of the 
first quarter, well within the optimal range as specified by the U.S. business community. 

• Pendency for applications involved in inter partes proceedings or appeals has also been reduced 
to an all-time low of 12.1 months. All of this while the number of application filings has 
increased 7.8% over the same period last year. 

International Efforts 

• During FY 201 1 , the USPTO continued to engage with other Federal agencies in bilateral, 
plurilateral, and multilateral negotiations involving the protection and enforcement of IP around 
the globe. The USPTO’s cooperation with foreign IP offices, including expansion of the PPH 
program to several new partner offices, was greatly expanded during FY 201 1. 

• Through the USPTO’s Global IP Academy (OIPA), we greatly expanded IP rights training, 
capacity building, and technical assistance offerings to promote improved IP protection and 
enforcement. The USPTO also continued to work closely within the Administration to 
implement the Administration’s IP enforcement plan and establish a U.S. Government-wide 
database of training and capacity building efforts. 

• Through our IP attaches, the USPTO has met a number of important objectives in host countries. 
For example, an agreement was signed with the Russian Federal Service for IP, Patents and 
Trademarks (Rospatent) in which Rospatent agreed to undertake international search and 
international preliminary examination for international applications filed with the USPTO as the 
receiving office. This will be beneficial for U.S. applicants as it will provide them with an 
additional choice of international authorities for searches and preliminary examinations based on 
the field of technology of the invention, as well as the speed and cost of service. Other 
accomplishments include the introduction of legislation to improve Brazil’s criminal IP laws and 
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the government of India’s deeision to maintain patent protection for eertain eomputer-related 
inventions. 

President’s FY 2013 Budget 

• The Budget requirements assume $2,822 billion in USPTO spending and 12,212 FTE (ineluding 
nearly 8,800 patent examiners) to be derived from fee collections of $2,953 billion; obligations by 
program activity are $2,547 billion for Patents and $273 million for Trademarks and inelude more 
than $130 million for IT modernization. 

• The Budget fully supports our overall priorities: patent pendency and backlog reduction, 
information technology, sustainable funding, and implementation of the AIA. 

• The USPTO is, and will continue to be, fully funded by user fees. In addition to fee revenue, the 
Budget assumes $23 million in income from other sources, such as parking and reimbursable 
agreements. 

• Aecounting for this other income, the Budget will add $154 million to the operating reserve. 
Building an operating reserve will help the USPTO build a more solid financial foundation for the 
long term upon which to further strengthen the organization, 

• Key FY 2013 funding priorities include: 

o Hiring 1,500 new patent examiners (net of 1,007) to reduce first action pendency to 10,1 
months by the end FY 20 1 5, total pendency to 18.3 months in FY 20 1 6, and the backlog 
to 329,500 in FY 2015. With this hiring, the USPTO will have hired more than 3,800 
patent examiners since FY 2011, 

o Expanding the Nationwide Workforce initiative to two additional satellite locations. 

o Hiring additional Trademark Examining Attorneys to maintain first action pendency at 
2.5 - 3.5 months and total pendency at 12.0 months or less. 

o Meeting current and AIA-driven workload and hiring demands for the Board of Patent 
Appeals and Interferences (BPAI) and the Office of the General Counsel. 

o Expanding our successful IP Attache program by hiring and placing a new attach^ in 
South Asia and in South America. 

o Modernizing IT for patent and trademark processing including the Patent End-to-End and 
Trademark Next Generation systems and related infrastructure. 

• The AIA provides the USPTO with the authority to set fee levels by regulation, and a fee 
rulemaking under this authority is estimated for implementation by February 2013. Budget 
estimates are based on the USPTO receiving additional fee revenue during the fiscal year based 
on the proposed revised fee structure that would be a part of this rulemaking. The USPTO has 
taken, or is taking, the following actions pursuant to this fee-setting authority: 


6 



145 


o Conducted a fee review process that included economic, financial, and business impact 
analyses. 

o Engaged the PPAC to obtain stakeholder input on options and preliminary proposals on a 
revised fee structure. Two public hearings were held last month. 

o Will publish a Notice of Proposed Rulemaking (NPRM) with a revised fee structure after 
assessing initial stakeholder feedback. The USPTO anticipates publishing an NPRM by 
early summer this year. 

o After considering public comments and ensuring proper notifications, the USPTO plans 
to publish a final revised fee structure by December 2012. 

• The USPTO assumed in the budget a continuation of the current 1 5% fee surcharge under 

authority of the AlA, as well as implementation of an adjustment of fees by the Consumer Price 
Index (CPI) through a separate rulemaking to be conducted prior to implementation of a revised 
fee structure. 


Conclusion 

Mr. Chairman, while we feel the USPTO is making good progress, we acknowledge significant 
challenges remain. One such challenge is the backlog of requests for continuing examination (RCE). 
While we are pleased that we have arrested the previous rapid growth of RCE filings - RCE filings 
dropped in FY 201 1 for the first time since Congress created RCE practice back in 1999, and they are 
dropping further this FY -- we would like to do more, and have more in process, to further reduce the 
need for applicants to use RCE practice, and to reduce the growing backlog of RCEs awaiting 
examination. 

Another challenge is our information technology systems. While we have made progress in modernizing 
the USPTO's IT infrastructure - including consolidating our entire workforce onto a single, modern, 
personal computing platform, upgrading our voice communications system to a maintainable, high- 
function platform, moving our patents and trademarks examining procedures manuals to modern editing 
and viewing platforms, and bringing up the first modules of our major new patent examination support 
system called PE2E (Patents End-to-End) - much more remains to be done to complete PE2E as well as 
to bring up a major new counterpart system for our Trademarks area called TMNO (Trademarks Next 
Generation). 


Mr. Chairman, we look forward to working with you to ensure that the innovation-advancing, job- 
creating, deficit-neutral work conducted at the USPTO is supported in FY 2013. 

We appreciate your continued leadership and support for the employees and operations of the USPTO. 


### 
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Mr. Wolf. Great. Thank you. 

FOREIGN PATENT APPLICATIONS 

I have some questions about your testimony. Applications U.S. 
versus foreign, what is that roughly? 

Mr. Kappos. So, of about 506,000 applications last year that we 
took in, a little over half of them originated from foreign enter- 
prises. 

Mr. Wolf. And how would that apply to, say, ten years ago and 
twenty years ago? 

Mr. iL^PPOS. Ten years ago, it would have been fewer than half 
and twenty years ago even fewer. The number of applications sub- 
mitted that originate from outside the U.S. has been sort of stead- 
ily linearly growing over the years. 

Mr. Wolf. Do you break that down according to country? 

Mr. Kappos. We do. 

Mr. Wolf. If you could just submit that for the record. 

Mr. Kappos. Be happy to. 

[The information follows:] 



147 


United States Patent Applications Filed By 
Residents of Foreign Countries^ 


Residence 

2007 

2008 

2009 

2010^ 

Afghanistan 

- 

- 

1 

1 

Albania 

- 

- 

1 

- 

Algeria 

3 

1 

- 

1 

Andorra 

5 

8 

5 

4 

Anguilla 

- 

- 

3 

- 

Antigua & Barbuda 

2 

1 

1 

2 

Argentina 

166 

139 

151 

141 

Armenia 

3 

9 

2 

8 

Australia 

3,612 

4,194 

4,211 

4,111 

Austria 

1,417 

1,785 

1,713 

1,872 

Azerbaijan 

1 

1 

3 

5 

Bahamas 

13 

20 

16 

15 

Bahrain 

1 

- 

2 

5 

Bangladesh 

- 

1 

- 

2 

Barbados 

6 

7 

6 

8 

Belarus 

15 

11 

7 

11 

Belgium 

1,700 

1,748 

1,917 

2,186 

Belize 

- 

4 

1 

- 

Benin 

- 

1 

- 

- 

Bermuda 

4 

8 

8 

5 

Bolivia 

2 

3 

4 

1 

Bosnia & Herzegovina 

3 

6 

- 

1 

Brazil 

385 

499 

497 

584 

British Virgin Islands 

11 

10 

11 

3 

Brunei Darussalam 

1 

- 

1 

1 

Bulgaria 

49 

83 

114 

89 

Burkina Faso 

1 

- 

- 

- 

Burundi 

- 

1 

- 

- 

Cameroon 

3 

1 

9 

5 

Canada 

10,788 

11,436 

11,250 

12,203 

Cayman Islands 

4 

6 

10 

25 

Chile 

105 

63 

65 

68 





148 


United States Patent Applications Filed By 
Residents of Foreign Countries^ — continued 


Residence 

2007 

2008 

2009 

20102 

China (Hong Kong) 

1,447 

1,419 

1,254 

1,267 

China (Macau) 

3 

5 

5 

7 

China (Peoples Republic) 

4,422 

5,148 

5,301 

8,358 

Colombia 

27 

35 

28 

53 

Costa Rica 

33 

20 

18 

28 

Croatia 

32 

39 

35 

31 

Cuba 

16 

38 

23 

26 

Cyprus 

5 

8 

12 

18 

Czech Republic 

129 

180 

245 

279 

Denmark 

1,232 

1,654 

1,783 

1,852 

Dominican Republic 

7 

9 

5 

7 

Ecuador 

5 

5 

9 

5 

Egypt 

33 

53 

33 

55 

El Salvador 

3 

- 

1 

1 

Estonia 

18 

35 

36 

52 

Ethiopia 

1 

- 

- 

1 

Faroe Islands^ 

- 

- 

- 

1 

Fiji 

- 

- 

1 

- 

Finland 

2,517 

2,782 

2,793 

2,908 

France 

8,204 

9,281 

9,726 

10,641 

Georgia 

14 

5 

2 

5 

Germany 

23,535 

26,331 

26,855 

28,157 

Ghana 

3 

1 

3 

2 

Gibraltar 

3 

3 

7 

7 

Greece 

86 

128 

118 

138 

Greenland 

3 

4 

- 

- 

Guatemala 

3 

2 

2 

8 

Guinea 

- 

- 

1 

- 

Haiti 

1 

- 

- 

1 

Honduras 

1 

1 

1 

1 

Hungary 

193 

203 

234 

251 

Iceland 

37 

41 

49 

52 

India 

2,280 

2,869 

2,878 

3,696 
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United States Patent Applications Filed By 
Residents of Foreign Countries^ — continued 


Residence 

2007 

2008 

2009 

2010^ 

Indonesia 

37 

25 

19 

27 

Iran 

18 

28 

29 

67 

Iraq 

- 

1 

1 

- 

Ireland 

561 

740 

711 

785 

Isle of Man^ 

- 

- 


2 

Israel 

4,114 

4,916 

4,772 

5,119 

Italy 

3,832 

4,273 

4,460 

4,576 

Jamaica 

4 

12 

11 

3 

Japan 

79,725 

84,473 

86,456 

84,842 

Jersey^ 

- 

- 

- 

9 

Jordan 

12 

8 

14 

5 

Kazakhstan 

1 

2 

3 

8 

Kenya 

9 

4 

4 

2 

Korea, Dem. Republic of 

1 

2 

1 

- 

Korea, Republic of 

23,589 

25,507 

24,066 

26,648 

Kuwait 

25 

18 

39 

49 

Latvia 

10 

6 

15 

19 

Lebanon 

12 

11 

17 

8 

Libya 

- 

- 

1 

- 

Liechtenstein 

26 

35 

42 

40 

Lithuania 

11 

13 

13 

13 

Luxembourg 

118 

102 

94 

92 

Macedonia 

1 

- 

2 

_ 

Madagascar 

1 

- 

- 

- 

Malaysia 

378 

326 

325 

387 

Malta 

5 

10 

11 

10 

Mauritius 

2 

1 

- 

1 

Mexico 

216 

269 

244 

316 

Moldova 

1 

1 

1 

1 

Monaco 

15 

16 

21 

21 

Morocco 

2 

11 

6 

4 

Namibia 

- 

1 

- 


Nepal 

- 

- 

2 
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United States Patent Applications Filed By 
Residents of Foreign Countries^ continued 


Residence 

2007 

2008 

2009 

2010^ 

Netherlands 

4,249 

4,240 

4,510 

4,639 

Netherlands Antilles 

1 

1 

4 

1 

New Zealand 

474 

580 

579 

658 

Niger^ 

- 

- 

- 

1 

Nigeria 

5 

1 

2 

7 

Norway 

662 

856 

871 

1,024 

Oman 

2 

5 

4 

7 

Pakistan 

10 

21 

7 

20 

Panama 

7 

12 

6 

3 

Paraguay 

- 

1 

- 

- 

Peru 

9 

9 

5 

8 

Philippines 

87 

72 

61 

84 

Poland 

104 

122 

150 

178 

Portugal 

66 

91 

87 

113 

Qatar 

4 

- 

4 

2 

Romania 

39 

47 

58 

64 

Russian Federation 

443 

531 

498 

600 

Samoa 

- 

4 

1 

2 

San Marino 

1 

- 

3 

1 

Saudi Arabia 

69 

90 

153 

267 

Serbia 

12 

16 

5 

27 

Seychelles 

- 

1 

1 

1 

Singapore 

1,192 

1,376 

1,278 

1,490 

Slovakia 

32 

36 

30 

42 

Slovenia 

53 

71 

69 

111 

South Africa 

280 

319 

323 

356 

Spain 

1,080 

1,294 

1,224 

1,470 

Sri Lanka 

9 

16 

12 

14 

Sweden 

3,132 

3,508 

3,610 

3,906 

Switzerland 

3,138 

3,681 

3,714 

4,168 

Syria Arab Rep 

- 

1 

2 

- 

Taiwan 

20,447 

19,733 

17,974 

21,282 

Thailand 

111 

127 

116 

111 
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United States Patent Applications Filed By 
Residents of Foreign Countries^ continued 


Residence 

2007 

2008 

2009 

2010^ 

Trinidad &: Tobago 

4 

6 

8 

12 

Tunisia 

7 

9 

5 

5 

Turkey 

86 

103 

113 

142 

Turkmenistan 

- 

- 

1 

- 

Turks and Caicos Islands 

5 

2 

1 

2 

Ukraine 

35 

46 

61 

67 

United Arab Emirates 

22 

30 

54 

45 

United Kingdom 

9,185 

10,795 

11,205 

11,852 

Uruguay 

8 

13 

27 

16 

Uzbekistan 

- 

- 

1 

- 

Vanuatu (New Hebrides) 

- 

4 

- 

2 

Venezuela 

37 

27 

32 

35 

Vietnam 

3 

13 

4 

10 

West Bank/Gaza 

- 

- 

- 

1 

Zimbabwe 

3 

2 

2 

- 

Total 

220,432 

239,068 

239,722 

255,165 


Data include utility, design, plant, and reissue applications. Coun- 
try listings include possessions and territories of that country unless listed 
separately in the table. Data are subject to minor revisions. 

^ FY 2010 data are updated and final. 

^ Countries/Territories not previously reported. 
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PATENT EXAMINER TRAINING 

Mr. Wole. And the other thing before I get to the regular ques- 
tions, are there colleges that actually have a curriculum, a major 
in patent examination or do you have any relationship with any of 
the universities that train people or have you done that? 

Mr. Kappos. Well, yes, we do have quite a few. 

Mr. Wolf. Who are the top three in the country? 

Mr. Kappos. So I am going to sort of do this approximately, but 
top schools that send folks to the USPTO would be schools like 
George Washington University right here in D.C. We get students 
from George Mason University which I think is in northern Vir- 
ginia — 

Mr. Wolf. Yes. 

Mr. Kappos [continuing]. Right across the river. We get students 
from a number of schools that we conduct a clinical program with 
around the country. University of Maine is one example that sends 
examiners. 

I was talking to a new examiner just last night from New York 
Law School in New York City. Our clinical program includes some- 
thing like 12 law schools really spread all over the country. And 
we recruit, we help those law schools train students and then we 
recruit from those law schools to bring in examiners. 

Mr. Wolf. Are they all lawyers? Do you have to be a lawyer to 
be 

Mr. Kappos. No, you do not. 

Mr. Wolf. So what is the average educational background of an 
incoming examiner? Just four years of college plus? I mean, what 
would their background be? 

Mr. Kappos. It would be four years plus. To qualify to be hired 
as an examiner, you have to have a technical bachelor’s degree as 
a minimum requirement, so like a computer programmer, an engi- 
neer, a scientist. 

However, we have very high incidence of hiring people who have 
master’s degrees in technology areas and many Ph.D.s. We have 
medical doctors and lots of lawyers, too. 

PATENT BACKLOG AND PENDENCY 

Mr. Wolf. Okay. Your budget states that you were unable to 
achieve performance goals in fiscal year 2011 because Congress did 
not enact the surcharge which would have allowed you to collect 
more and spend more. Many disagree. 

First, PTO’s funding has increased by more than almost any 
other U.S. government agency. The fiscal year 2012 appropriation 
is an increase of $1.6 billion above fiscal year 2002, an increase of 
140 percent over ten years. 

Second, the America Invents Act was moving through Congress 
during fiscal year 2011 that included many changes to the Patent 
and Trademark Office including changes to its fee structure. This 
legislation was signed into law September of 2011. 

Third, the PTO hired 561 new examiners in fiscal year 2010 and 
another 840 in fiscal year 2011. Therefore, your workforce during 
fiscal year 2011 was higher than it had ever been. 
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Fourth, PTO received a $129 million supplemental in fiscal year 
2010 that PTO did not spend in fiscal year 2010. All of this funding 
was carried over to fiscal year 2011. Then you carried over $194 
million from fiscal year 2011 into fiscal year 2012. 

In addition, incoming applications had been down over the past 
few years because of the economy. So unless we are missing some- 
thing — ^you had more examiners, fewer incoming applications, and 
then you are carrying over funds from fiscal year 2011 into 2012. 

So how does this work? I mean, did I have the figures wrong, or 
is it the funding that is the sole or was it even the main reason 
with regard to the goal because you did carry over the $194 mil- 
lion? 

Mr. Kappos. Well, so far as I know, you have got the statistics 
right, but it is precisely because 

Mr. Wolf. We can thank the staff for that. 

Mr. Kappos. Great job by the team. 

It is precisely because the committee has done a great job at pro- 
viding USPTO with funding this year that we have been able to 
make so much progress. And that was in part money that carried 
over, as you say, from fiscal year 2011 into 2012. 

We started making progress last year. We were finally able to 
cap that backlog off in 2011 and get it to go down to about 690,000 
applications or so in 2011 and we have continued to take it down 
this year. 

And it is really because we had the stability of funding more re- 
cently that it has enabled us to invest in all these increased effi- 
ciency initiatives as well as hire the numbers of examiners that we 
needed to overcome what this last year was, a five plus percent in- 
crease in filings which is continuing into 2012 fiscal year. 

So to overcome the increase in filings and still bring the backlog 
down 

Mr. Wolf. Would you explain to the Committee the correlation 
between not meeting your goal in patent pendency to the success 
you have achieved in working down the backlog with it being about 
670,000 at the end of fiscal year 2011? 

We want to congratulate you and the rest of the PTO employees 
for this achievement. 

Can you explain the correlation between whittling down the 
backlog and first action pendency and the different success you had 
in addressing each? 

Mr. Kappos. Sure. So indeed the backlog is coming down pretty 
steadily at this point. As I mentioned earlier, it is 652,000 now. I 
expect it to be below 650,000 probably within days. 

Mr. Wolf. What is the lowest it has ever been during a normal 
economy when we are not in a depression or a recession or what 
is the lowest it has 

Mr. Kappos. On a sort of a normalized basis, the low and appro- 
priate point would be about 325,000 applications. 

Mr. Wolf. And is that your goal? 

Mr. Kappos. That is our goal. So we have got a long way to go, 
but it is fair to say we are making progress. 

In answer to your question about how the backlog relates to 
pendency, indeed we are making some progress on pendency, too. 
Our first action pendency is now down to about 22 months or so. 
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But the reason that pendency sometimes moves in an opposite 
direction from the backlog, in other words, sometimes the backlog 
is going down, but pendency is going up, is because we are focusing 
our attention right now on actually pulling applications that are 
the oldest ones in the agency, the ones that have in some cases 
been left behind, and getting those done and out because we know 
we have got to sort of clean out our attic and get our house in order 
in order to really get the pendency down to that ten month first 
action level and the 20 month final action level that I promised you 
we were going to get to. 

So to do that, the first step is cleaning those old applications out. 
But when you clean those old applications out, ironically you 
produce numbers that actually look worse because you take appli- 
cations that were just sitting there unreported. You examine them. 
They are old applications. They show up on your reports. And so 
even though the backlog is going down, at times it can look like 
pendency is going up. 

Mr. Wolf. What is the definition of an old application? 

Mr. Kappos. So for us right now, an old application is anything 
that was over 13 months old as of the beginning of this fiscal year. 
But there are some applications in that group of old applications 
that are much older, some that are three, four, five, or more years 
old, and we are trying really hard to get those done. 

PATENT EXAMINER PRODUCTIVITY 

Mr. Wolf. Is that because they are more complex or because the 
people that worked on them were not doing a very good job? 

Mr. Kappos. You know, it is a little of everything. In some cases, 
they are very complex applications, hundreds and hundreds of 
claims, many issues. Some of them involve situations where the ap- 
plicant asked us just to stop processing the application. Some of 
them we lost. That happens once in a while. So a whole variety of 
circumstances. 

Mr. Wolf. How many new examiners do you intend to hire dur- 
ing fiscal year 2013? 

Mr. Kappos. 2013 would be our last year in which we would need 
to do significant hiring to finish working on the backlog. We are 
proposing to hire another 1,500 examiners in fiscal year 2013. But 
I promise you that will be it. After that, we will have adequate 
numbers of examiners. We will be able to then let attrition gradu- 
ally take our head count down a little bit while we finish off the 
backlog in 2014 and 2015. 

Mr. Wolf. Okay. What is the average number of patent applica- 
tions each examiner reviews in a given year? 

Mr. Kappos. Okay. So you are going to have me do a little bit 
of math. 

Mr. Wolf. And also how much time does the average person put 
in? 

Mr. Kappos. So the average examiner takes about roughly 20 
hours or so to do an application. So sort of roughly think of them 
doing something on the order of two applications a week or so. So, 
you know, with 

Mr. Wolf. So per year, how many would they have and then how 
many — I am just trying to get a sense of how much would each ex- 
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aminer spend per application? Some they are really good, they are 
quick. They just come in and spend less time at the coffee grind- 
er — so what is the average time and the average number? And I 
know each is not equal, everything is different, but average. 

Mr. Kappos. Right. So on average, an examiner will take about 
20 hours on an application. And so thinking across the agency, we 
will easily grant 250,000 patents and finally reject another 250,000 
a year. We are talking about on the order of half a million. 

Mr. Wolf. So what would the average examiner do per year and 
the number? 

Mr. Kappos. I am trying to work through the math. 

Mr. Wolf. Why don’t you just submit it. I am just trying to see. 

Mr. Kappos. Probably better to submit something. 

[The information follows:] 
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Statistics on Patent Examiner Production 

"Provide, on average, number of patent appUcations each examiner reviews each year. " 

Response 

The average total number of patent applications granted or finally rejected by an examiner in FY 201 1 as 
76.5. Patent examiners are expected to examine a certain number of patent applications based on their 
grade level and the complexity of the technology. The average hours per final action in FY 201 Iwas 21.2 
hours. 


The below chart shows more detail by technology center. A PU is equivalent to one completed 
application. 


Average Total Production Units (PUs) With Overtime Per FTE in FY 2011 


Technology Center 

Grade 
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mi 
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7 
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0.0 

44.0 

42.4 



5 



26.7 




0.0 

45.4 

31.8 

11.9 

24.2 

Total 



58.8 

61.1 

68.7 



76.6 



76.5 


Technology Centers (Kevl 

1600 - Biotechnology and Organic Chemistry 

1700 - Chemical and Materials Engineering 

2100 - Computer Architecture, Software, and Information Security 

2400 - Computer Networks, Multiplex communication, Video Distribution, and Security 

2600 - Communications 

2800 - Semiconductors, Electrical and Optical Systems and Components 
2900 - Designs 

3600 - Transportation, Construction, Electronic Commerce, Agriculture. National Security and License & Review 
3700 - Mechanical Engineering, Manufacturing, Products 
41 00 - T raining Academy 
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Mr. Wolf. And does each examiner know what they have done 
compared to the examiner Adam Montana who is living at the top 
of a mountain doing telework versus one who is in a downtown Al- 
exandria community? I mean, is there an average given so every- 
one knows where they come out? 

Mr. Kappos. Yes, there is. And every examiner has a perform- 
ance plan that very clearly documents and requires the examiner 
to handle a precise number of first actions, a precise number of sec- 
ond actions, a precise number of other things that examiners do, 
interviews and appeal, an examiner’s answers to appeals and the 
many actions that they perform. 

They are very heavily measured, so we can compare that exam- 
iner in Montana to the examiner living out in Front Royal or what- 
ever else and we know exactly 

Mr. Wolf. Surely the Front Royal one is doing much better. 

Mr. Kappos. Our teleworkers across the board 

Mr. Wolf. That was not going to be my question. I did not mean 
that for the question. That was just a joke. But I was leading up 
to the question, though, that I wanted you to either say reality- 
wise. 


TELEWORK 

I mean, we did spend a lot of time on pushing telework, and I 
wanted to know from a quality, from the number of the hours and 
everything else how does somebody doing this through telework 
compare with somebody coming in every day. 

And then we are going to go to Mr. Fattah. 

Mr. Kappos. Right. So that is a great question. And we have ex- 
tensive statistics on that. 

Mr. Wolf. And how many telework in the agency today? 

Mr. Kappos. So we have now about 3,400 people who are 
hoteling. That means they are working from home. 

Mr. Wolf. More than half? 

Mr. Kappos. Slightly less than half are. We have 10,000 plus 
people. So think 30 percent or so are hoteling, but we have almost 
7,000 people, 6,800 who are working at least one day from home 
a week which we refer to those as teleworkers. 

And indeed the legislation has been brilliant in terms of enabling 
the USPTO to get better efficiency at lower cost. We have extensive 
statistics. We are happy to share them with your team. 

Mr. Wolf. I would like to see it if we could. 

Mr. Kappos. I will happily send them in. They show that exam- 
iners who work at home actually have higher productivity. They 
get more hours of examination in a year. They are rated somewhat 
higher. Their productivity is higher. Their absenteeism is lower. 
Every criterion you can look at tells you that teleworking is clearly 
a great business now. 

Mr. Wolf. Well, I would like to see that because there was some 
criticism when we did it and so I would like to see that if you can. 

Mr. Kappos. Okay. 

Mr. Wolf. I am going to vote, run down. I will be right back. So 
you want to take over, Mr. Fattah? I will be right back. 

[The information follows:] 
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Stats on Telework Program / Hoteling 

“PTO should submit to the Committee a list of productivity gains and other improvements as a result of 
the hoteling program." 

Response 

Analysis of the production data for FY 2009 and 2010 shows that examiners participating in the 
PHP program worked, on average, approximately 14 more examination hours, including overtime 
(OT), per year than non-PHP examiners. With the average PHP examiner having more examination 
hours than a non-PHP examiner, the resulting gain in productivity is approximately 5.7 full-time 
equivalents (FTEs) which are the same as approximately six (6] additional patent examiners 
working for a full year. These additional hours also equate to SOOf^l additional production units 
[PUs], which, using current estimates, on average would include at least 360 new unexamined 
applications^^} that receive a first Office action, and thus would be removed from the new 
unexamined application backlog. These calculations are based upon one year of the program when 
participation reaches the first- year capacity for patent examiners. A PU is the measure of 
examination credit an examiner receives for the examination of a patent application. With an 
estimated 668 PHP patent examiners participating in the initial phase of the TEAPP, the resulting 
PUs equate to approximately $1,900,000 peryearl^l in estimated revenue. This revenue gain 
equates to approximately $284,585 annually for every 100 patent examiners that participate on 
this test program when compared to 100 non-PHP patent examiners. 

Table 1 shows the average production values achieved by participants of the PHP compared to Non- 
Participants of the PHP for FY 2009 and FY 2010. 


Table 1. FY 2009-2010 Average Production Values — PHP Program Participants vs. Non- 

Participants 


2009 & 2010 Patent Corps 

2009 Non-PHP 

2009 PHP 

2010 Non-PHP 

2010 PHP 

Roll Up 

Examiners 

Examiners 

Examiners 

Examiners 

Average Total Exam Hours 

1,637 

1,651 

1,710 

1,725 


The USPTO’s Patent Hoteling Program has enabled the agency to hire new employees without securing 
additional real estate. A report released last month by the Department of Commerce Inspector General’s 
office calculated that the USPTO realizes a cost avoidance of $1,710 per hoteling participant in the first 
year in the program and $3,385 for each subsequent year. Hoteling employees relinquish office space on 
the USPTO campus to work from home 4-5 days per week. A total of 3,43 8 teleworking employees are 
currently hoteling. 


Out of 668 expected patent examiner participants in the first year of the TEAPP, Average Hours gained by PHP 
examiners = 14.11 hours x 668 = 9,425 hours. This results in an approximate FTE gain = 9,425 hours / 1664 = 5.66 FTEs, 
a PU gain by PHP Examiners = 9,425 hours / 18.84 hours / PU = 500 PU. 

[2] (500 PUs X [2 counts / PU]) x 0.365 {estimated counts applied to unexamined new case backlog as first Office actions} = 
365. 

E31 An estimated revenue generation from 500 PUs x ($3,800 / PU) = $1,900,000. 
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Mr. Fattah [presiding]. Thank you, Mr. Chairman. 

It is good to see you again, and these votes are going to he going 
on for a minute, so I am going to try to — I have a question for the 
record having to do with a fairly technical issue that we will sub- 
mit for the record. 

NATIONAL INNOVATION MARKETPLACE 

But let me ask you, one of the items that we funded in the Com- 
merce Department was this creation of a National Innovation Mar- 
ketplace, which is around connecting up American manufacturers 
with opportunities. 

I know that they are now, the Commerce officials involved with 
that are now interacting with the Patent Office around making 
sure that there is a tie-in and that inventors can know about the 
capabilities, the individualized capabilities of various manufactur- 
ers around the country that this online portal will connect them up 
to. 

So I do not know that it has reached your level, but I know that 
these conversations are going on. And I wanted to express how im- 
portant it is that we link the invention of new widgets to the jobs 
to manufacture those widgets. 

And, you know, you are really in the catbird’s seat. So this is a 
very important project and I would like you to take a minute and 
comment if you have knowledge of it. 

Mr. Kappos. Yes. Well, thank you for the question. Ranking 
Member Fattah. This is indeed to me absolutely critical. You know, 
the patent system is not just about creating patents. It is about 
creating opportunity, development, jobs, and putting new products 
and services in the marketplace. 

So I think what you are referring to is the new Business USA 
system 

Mr. Fattah. Yes. 

Mr. Kappos [continuing]. That the Administration has an- 
nounced. And Commerce plays a role in that through our Com- 
merce Connect Program 

Mr. Fattah. Uh-huh. 

Mr. Kappos [continuing]. Which bundles together all of the serv- 
ices of the many bureaus in Commerce including the PTO and oth- 
ers to provide sort of a one portal, one stop shop so that any entre- 
preneur, inventor, small business in the U.S. can get access to the 
services they need. 

So, yes, we are heavily involved in it. USPTO, we are putting re- 
sources in it. We have done the IT work for it. We are putting peo- 
ple in. We have got people on detail to make sure at the Commerce 
level that this capability succeeds, it gets built out, and that we are 
doing a great job of making it really easy for American inventors 
to interact with the government and get the whole range of help 
they need. 


INVENTORS HALL OF FAME 

Mr. Fattah. Okay. And the other thing I am interested in, skip- 
ping to a totally different subject, we were together for the Inven- 
tors Hall of Fame maybe about a year ago and one of the things 
that we have to do is create more interest among young people 
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around the requirement that a percentage of people in this country 
actually are in the business of invention. 

And so I was wondering whether or not the Patent Office has the 
capacity to take all of your data and to localize it, say, by county 
so that we could share it with school districts or other things as 
a way to let young people know that there are people who in their 
own set of circumstances have played a role. 

Particularly I have been quite impressed with some of the work 
of women and others who heretofore have not gotten a lot of notice 
and I think we need to be doing a lot more to communicate to 
young people about the opportunities in terms of becoming inven- 
tors. 

And so I know this is not directly related to your work, but it 
is in my view part of the work all of us need to do. So I would love 
to talk to you about this in detail and follow-up with you. 

Mr. Kappos. Is it okay if I comment just briefly right now? 

Mr. Fattah. I want you to comment. 

Mr. Kappos. Okay. 

Mr. Fattah. Yes. 

Mr. Kappos. So that is an excellent point. We do indeed have 
and collect data on a county level and we would love to work with 
the committee, with your staff in order to get that data out on the 
county level. Incredibly important and empowering. So, yes, we 
would love to do that. 

Speaking for a moment of women inventors, could not agree more 
on the importance of getting constituencies that have historically 
made hugely important contributions to the patent system more in- 
volved. 

Mr. Fattah. Right. 

Mr. Kappos. In fact, today, this morning, right now at the 
USPTO, a women’s inventors’ conference is underway. I just 
stopped and chatted with folks on my way over here. 

And just yesterday we replaced our Steve Jobs memorial patent 
exhibit in our atrium with a brand new exhibit honoring women in- 
ventors. 

So we are all over this topic of honoring innovators who come 
from communities that need to be highlighted further. 

Mr. Fattah. Well, I hope that we can meet on these subjects and 
have a further dialogue about how we might move forward. 

Mr. Kappos. I will be sure to arrange time and come in and chat 
about that. 

Mr. Fattah. Thank you. And, again, I will have some other ques- 
tions for the record on some of these other issues that are more 
technical in nature. 

I thank the gentleman for his answers and I will turn the Com- 
mittee rightfully back to the Chairman. I am going to go vote. 

PATENT BACKLOG 

Mr. Wolf [presiding]. Okay. Mr. Schiff. 

Mr. Schiff. Thank you, Mr. Chairman. 

Good to see you again. Director. 

I wanted to just make sure I understood the numbers that the 
chairman went over. Over the last year or so, have filings have 
been up or down? 
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Mr. Kappos. Up by over five percent to over 500,000 applications. 

Mr. ScHiFF. And in the last year, it looks like you made consider- 
able progress on the patent backlog which is very good to see. 

But the planned trajectory is pretty steep. I mean, the targets 
are pretty low meaning pretty high because from this point on, you 
pretty much have to reduce the backlog almost by a hundred thou- 
sand a year. 

Is that really doable? 

Mr. Kappos. It is very much doable, so I am quite confident we 
will have the backlog down to at least 620,000 by the end of this 
fiscal year, probably a little lower than that because our estimates 
of performance have slightly been on the conservative side. 

So think near 600,000 by the end of this year. So we will have 
1,500 more examiners on board. The many efficiency measures that 
we put in place are taking hold. We are clearly getting more effi- 
cient at the PTO. 

And so if you combine all those efficiency moves with a signifi- 
cant increase in horsepower and people doing the work, I am actu- 
ally quite confident that we will be able to achieve our goals. 

Mr. SCHiFF. And certainly if we can help keep to our guns in 
terms of any fee diversion, I will help you a great deal. And given 
that you asked the stakeholders to pay more, I think it appropriate 
that we make sure those enhanced revenues go to reducing the 
backlog. 

One of the concerns that I have, as you will recall, over the 
America Invents Act was moving to a first to file system. 

Do you expect that the result of that may be increased filings as 
a result of people feeling they need to rush to the Patent Office? 
If so, how will that affect your ability to meet your targets? 

One other related question is, one of the concerns that was raised 
with me, I know you are aware, from many California inventors 
was the impact it may have on small or mid size inventors having 
to compete with larger companies that have a more established 
practice, legal staff, etc., to make the patent applications. 

Are there any steps that you are taking to try to address those 
concerns and make sure that the small- and mid-size inventor does 
not get run over in the race to the Patent Office? 

Mr. Kappos. So great questions. In terms of increased filings, you 
know, I really do not expect much in the way of increased filings. 
We are planning on a five percent increase this year in part driven 
a little by the changeover to first inventor to file. 

I do not expect much additional over that. The histories and 
other systems that have changed over have been that, you know, 
the increases went at historical levels and did not have major step 
functions in them. 

I think, frankly, though, the 

Mr. SCHiFF. Before you move on from that point, you expect a 
five percent overall increase in filings or five percent due to first 
to file? 

Mr. Kappos. A five percent overall increase in filings. But part 
of that five percent would be attributable to folks wanting to make 
sure that they get in ahead of the first to file. 

Mr. SCHiFF. And the other would be the improvement in the 
economy? 
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Mr. Kappos. a lot of it is improvement in the economy. Actually, 
I think part of it will he, you know, if the fees do increase as we 
proposed to our user community, you will have a little bit of step 
function of folks trying to file applications before those fee in- 
creases — 

Mr. SCHIFF. I see. 

Mr. Kappos [continuing]. Go into effect. 

Mr. SCHiFF. So I am sorry I cut you off before you went to the 
second question. 

Mr. Kappos. Yes. So in terms of helping the small and medium 
sized companies to be able to navigate the new system, this is why, 
number one, we have got this extremely aggressive, coast-to-coast 
educational program that we are conducting. 

We have done already a road show in northern Virginia. I per- 
sonally did one in northern California. We have had them going on 
in Salt Lake City, Utah; Dallas, Texas; and Florida. Tomorrow I 
will be in Boston and Chicago next week. I am speaking shortly 
after that at another event, but I will talk about AIA in southern 
California. 

So we are literally all over the place specifically focusing on the 
issues for the small inventors. We are actually, you know, taking 
care to hold these meetings and hearings in places like public li- 
braries where the small inventors and independent folks have bet- 
ter access. 

No fee is charged, right? So we are trying to be extraordinarily 
accessible. And we are talking about first inventor to file and other 
provisions of the legislation. So we make sure folks understand 
them and understand how to navigate them. 

The other thing I will mention is if you recall, the legislation has 
a study in it that will be conducted. It is not one we started yet 
and I think it might even be SB A that is in charge of that one. But 
there is a study that is required of the effects of first inventor to 
file. So we will be measuring the impact. 

SATELLITE OFFICES 

Mr. ScHiFF. Well, finally, I would like to just put out a rec- 
ommendation, which I am sure all of my colleagues will second, 
that when you are considering the new patent officers you think of 
southern California. 

Thank you, Mr. Chairman. 

Mr. Honda. How far south? 

Mr. Wolf. Mr. Honda. 

Mr. Honda. Thank you, Mr. Chairman, and welcome. 

You may have discussed this issue already. It sounds like you 
might have, the satellite office pilot program. And I understand 
that you are on your way in completing establishing the Detroit of- 
fice. And then you would be looking at two more offices, the sites 
to be determined. 

And my colleague and my good friend, my buddy is advocating 
southern California which is closer than Detroit. But I was hoping 
that you had received a letter from northern California, the Silicon 
Valley Group advocating for an office in northern California, Sil- 
icon Valley. 

And have you seen the letter or 
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Mr. Kappos. Yes, in addition to many other letters from folks in 
California. 

Mr. Honda. See, he acknowledges other letters, too. 

And what are some of the things you look at in order for you to 
make a decision on, you know, placing another office? 

Mr. Kappos. Yes. Well, I am happy to talk about that. And as 
a fellow native Californian, you know, I certainly love everything 
about the Golden State. 

What we are looking at, so we are trying to be very metrics 
based and objective about the approach we are using. So we are 
looking at criteria that would first and foremost indicate that we 
can be successful at operating a patent satellite office in a par- 
ticular area. 

So one thing, one particular metric that we are looking at is how 
many patent applications are being filed from applicants in that 
area because those are people we are going to be interacting with 
a lot. 

Second metric we are looking at is universities that are training 
technologists and lawyers that could potentially be either inter- 
acting with our agency or potentially be applicants or candidates 
for hiring as patent examiners at the PTO. 

A third criterion that we are looking at is the number of reg- 
istered patent practitioners in the area because they are certainly 
going to be interacting with our agency and some of them may 
want to come and work for the USPTO. 

A fourth criterion that we look at is cost of living in the area. 
Everybody knows the government is limited in what it can pay 

Mr. ScHiFF. Well, that shuts out the Silicon Valley. 

Mr. Kappos. But there is Gilroy and other areas. 

Mr. Honda. We can talk. 

Mr. Kappos. So those and a number of other factors that we are 
looking at to try and get a quantitative sense for whether we can 
first and foremost hire and retain and especially retain. 

As the chairman pointed out earlier, retention is a major, major 
factor in success at the USPTO. And as the director, I am very con- 
cerned about choosing satellite locations where retention will be a 
good possibility for us. 

Mr. Wolf. So you will have Mr. Schiff and Mr. Honda doing arm 
wrestling. 

Mr. Honda. No. He is going to tire us out, then he is going to 
get in it. Yeah. 

Mr. Schiff. If you pick Gilroy, your patent examiners would 
have way too much garlic on their breath. 

Mr. Honda. That will keep them home until the commute. 

Those are helpful criteria. 

FEE STRUCTURE 

The other is if it is going to be fee based, what are some of the 
oversights and controls that you have in terms of not overcharging? 
Do you have a different fee structure for large companies and small 
first time folks and things like that so it is not prohibitive? 

Mr. Kappos. Right. That is a great question. And the answer is 
we do. So we already provide a 50 percent discount for small enti- 
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ties. We use the SBA’s definition of small entities, so they are actu- 
ally not 

Mr. Honda. That is not a very good definition. 

Mr. Kappos. Well, you know, it is what we have to work with. 
So we provide a 50 percent discount for small entities. 

And now under the AIA, we provide or will provide as soon as 
our fees, new fees get in place a 75 percent discount for micro enti- 
ties and those include universities. So the university community 
will get a huge discount as will other very small filers. 

We are also trying to he careful in the proposed fees that we 
have got out and are being discussed among our applicant commu- 
nity right now to provide new paths through the patent system 
that actually reduce the cost to get a patent even for large entities. 

So we are very sensitive to fees and charging fees in a way that 
makes the patent system as accessible as it possibly can be really 
to entities of all sizes, but starting with the really small ones. 

The last thing I will mention, if I can, is that we have also initi- 
ated first ever, that we know of, on the planet a patent pro bono 
program that works with universities and bar associations around 
the country to provide low cost or even free access to patent legal 
services for inventors who cannot afford to pay legal fees. 

So we have got that program already started in Minneapolis-St. 
Paul, Minnesota and we are working on starting it up in a number 
of other cities around the country. I believe the San Francisco Bay 
area is one of the areas that we are working on getting started 
now. 

Mr. Honda. Yeah. Well, I would hope that there is continuous 
review on this because I would hate to hear people saying that, you 
know, they have been feed out. 

And, you know, fee for recovery of service is something that is 
real popular, but I do not know whether it is the best system. And 
there has to be some internal review and reevaluation whether this 
system is meeting its goal or not. And I want to make sure that 
we have that oversight. 

So let’s see. I think that that is probably the question I have, the 
most important question I have. I appreciate you being here and 
we will call you and find out where that letter is. 

Thank you. 

Mr. Kappos. Thank you very much. 

Mr. ScHiFF [presiding]. Mr. Director, I guess I get another second 
round until the chairman comes back. 

I know you are working on setting a new fee schedule that will 
allow you to meet the goals for backlog and pendency. And I think 
a really important focus in setting the fee schedule is to ensure 
again that we are looking out for the smaller entities and small in- 
ventors. 

This may mean that larger entities are paying more than some 
smaller entities or those that make significant use of the Patent 
Office have to pay more. 

How do you expect your proposed higher fee schedule will affect 
the number of applications? How elastic do you think the demand 
for patents is? Where do maintenance fees, the fees that patent 
holders pay to maintain an issued patent over its life span fit into 
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that discussion, and are you contemplating a scaling of fees de- 
pending on the use of the Patent Office? 

Mr. Kappos. So a lot of questions there. We are, you know, very 
sensitive per the last question and answer series there to the effect 
on the small and micro entity community. And we think it is actu- 
ally going to be a lot less expensive to get through the patent sys- 
tem because of the new micro entity fee system, as well as I men- 
tioned providing some more streamlined paths through the system. 
So even large entities, but especially small ones, can actually get 
patents less expensively than before. 

In terms of elasticity, you know, we have tried to estimate that 
in our new proposed fee structure, which by the way continues to 
heavily subsidize the patent filing process using maintenance fees, 
right? So we are continuing on that traditional congressional man- 
date to keep the initial fees low, keep the entry barriers low, and 
subsidize low entry barriers through a maintenance fee program. 
In fact, we are proposing to increase the out-year maintenance fees, 
the maintenance fees that are paid by the most successful appli- 
cants for the most important patents, in order to increase that sort 
of subsidization effect. 

So we really think that the impact on filings will be, of the fee 
changes, will be very modest if any. I do believe there will be prob- 
ably a step function in filing shortly before the new fees go into ef- 
fect as part of, because they are going into effect at about the same 
time that the switch over to first inventor to file takes place. So 
you will see a little bit of discontinuity there. Applicants will be 
using tactical measures in order to try and get filing dates before 
and after the first inventor to file date. I think that will work its 
way through the system pretty quickly. And in the end it will be 
innovation and the value of the American patent that drives these 
continued increases in filing. 

Mr. SCHIFF. Thank you, Mr. Director. And I will yield back, Mr. 
Chairman. 

Mr. Wolf. Okay, thank you very much. Mr. Fattah. 

Mr. Fattah. No, I am done. 

TELEWORK 

Mr. Wole. On the telework issue, can you give us an update on 
efforts to allow patent examiners to exchange their duty stations 
to locations outside of the 50-mile radius? 

Mr. Kappos. Yes. I am very happy to report that we diligently 
after, Mr. Chairman, your leadership that produced the USPTO 
teleworking pilot le^slation went through the past Congress we 
immediately began implementing, we produced the required re- 
ports within the administration. We got their approval last year, 
and we have already implemented the legislation. We have exam- 
iners who have already changed their duty station and are oper- 
ating under the legislation that you passed. So we have extremely 
aggressively implemented it and are out there doing what Congress 
authorized us to do. 

Mr. Wole. On the satellite office, how many will be in Detroit 
and when will it be operational, when will it actually open up? 

Mr. Kappos. Detroit will open and become operational in July 
this year. We already have fiber. We have the build out taking 
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place as we speak. We have vacancy notices out, both for examiners 
and board judges. We have received an incredible amount of re- 
sponse from the Detroit community. So we will be 

Mr. Wolf. How many will be there? 

Mr. Kappos. So the number of examiners that we will have to 
start will go to 100 within about a year, I think actually less than 
a year. So I think initially 100 examiners. But there is no reason 
we could not increase that number over time if we are successful. 

Mr. Wolf. Okay, good. When there is a vote I will run down, and 
then there is one more, and then I will be back. Additional offices 
is three more, did you say? A total of three? 

Mr. Kappos. The legislation asked us to open a total of three of- 
fices, so Detroit and two more. 

Mr. Wolf. Have you been looking, I mean, there will be one in 
California and I think there should be. The question is, where else 
are you looking at? 

Mr. Kappos. We are looking at 54 cities 

Mr. Wolf. Fifty-four? 

Mr. Kappos [continuing]. And regions in the country sent us sub- 
missions telling us why they were the perfect place to have satellite 
offices. So we are actually looking without discrimination at all of 
them equally. 


INFORMATION TECHNOLOGY 

Mr. Wolf. Okay. You are requesting $465 million for information 
technology. Would you give the Committee an update on Patent 
End to End, what is the project’s life cycle and what is the cost of 
it? We are going to have one more vote and then we can just con- 
tinue, but go ahead. 

Mr. Kappos. Sure. So Patent End to End is our complete rede- 
sign, reengineering of our patent examination infrastructure. We 
are well underway with that project. In fact, our central reexam- 
ination unit, which is a part of the agency that handles particularly 
challenging cases, is already using in production, I am not talking 
about a prototype, they are already using in production the Patent 
End to End system, the first components of it. And I personally 
demoed it with our central reexamination unit and the examiners 
raved about how it improves their productivity. Clearly a long way 
to go still. 

Mr. Wolf. Whose idea was that? 

Mr. Kappos. Whose idea was 

Mr. Wolf. I mean, this. Was it, has this been, have you talked 
about it for years? 

Mr. Kappos. I think it is fair to say it was our examiners’ idea. 
We reached out to our examining corps and our union and asked 
them to tell us what they wanted us to build for them. And this 
is what they told us they wanted. But we have got a long way to 
go. We spent something like $18 million, if I recall right, last year. 
We can get your team the exact numbers. We are scheduled to 
spend something like $45 million or so this year. We are in the 
busiest year, 2012-2013 will be the biggest years to build this 
project out. 

We will be starting to put our line examiners on it early in 2013, 
which means our gigantic examining corps. And we will be 



167 


transitioning over to it during 2014. We should be essentially fully 
operational on patents by the end of 2013. 

Mr. Wolf. Good. I am going to turn this over to Mr. Fattah and 
I will be right back. 

DIVERSITY IN THE EXAMINER CORPS 

Mr. Fattah [presiding]. Can you talk to me about where you are 
in terms of diversity issues in the examiner corps, and where you 
hope to be at the end of the day in terms of making sure that there 
are ample opportunities for qualified people of diverse backgrounds 
to participate? 

Mr. Kappos. Okay. Well thanks for that question. So where we 
are with the examining corps today, I think it is fair to say that 
the USPTO has a very strong focus and has been successful, and 
I do not have the exact stats at my disposal but we can certainly 
get them to you. I watch them carefully, though. My EEO lead re- 
ports directly to me, not to anyone else at the agency. He is at the 
table in my executive committee meetings. He reports directly to 
me and to our executive committee about how we are doing on di- 
versity. 

We have made major improvements at the USPTO at the exam- 
iner level. We were good at the administrative level for a long time, 
way ahead of the rest of the government in terms of diversity at 
the administrative level. The examiner level we are quite good also. 
And again, we can share the statistics with you. 

[The information follows:] 



United States Patent and Trademark Office 

Office of Equal Employment Opportunity and Diversity 


DEMOGRAPHIC DATA - PATENT EXAMINING FUNCTIONS 
(Series 1220, 1222, 1223, 1224, 1226) 


From the FY201 1 MD-715 Report to the Equal Employment Opportunity Commission (EEOC) 
prepared and submitted by the Office of EEO and Diversity: 


Total Employees: 

7638 


Bv Race/National Oriein: 


African-American: 

1060 

(13.9%) 

Asian-American: 

2505 

(32.8%) 

Hispanic/Latino: 

246 

(3.2%) 

White: 

3779 

(49.5%) 

Native Hawaiian/PI: 

1 

(<.01%) 

American Indian: 

30 

(<1%) 

2 or more races: 

17 

(<1%) 

Bv Gender: 



Male: 

5487 

(71.8%) 

Female: 

2151 

(28.2%) 


Bv Individuals with Disabilities : 


No Disability: 

7112 

(93.1%) 

Not Identify: 

225 

(2.9%) 

Disability: 

301 

(3.9%) 

Targeted Disability: 

35 

(<1%) 


P.O. Box 1450, Alexandria, AArginia 22313-145 
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Quite frankly, where we are not as good as I would like us to 
be is as you get up into management and executive levels. The 
number of diverse employees starts to fall off as you get up into 
management, and it falls off more as you get into the executive 
level. So we have a specific push going on that at the USPTO. 

We are currently putting together a very comprehensive program 
that includes the early identification of candidates; providing them 
with the mentoring and the development programs that they need; 
ensuring that they are being encouraged to apply for management 
jobs and then senior management jobs; tracking our results; and 
holding ourselves accountable for making real improvements in 
terms of the diversity of our management team. Again we are 
happy to share those plans with you in detail. 

INFORMATION TECHNOLOGY 

Mr. Fattah. Let us go to this technology issue. The PE2E sys- 
tem, where are you at in terms of, I know you are going to make 
major investments this year, around $130 million in that effort. 
Can you talk to the Committee about where you see this at at this 
point? 

Mr. Kappos. Sure. Well so just in terms of the numbers, if I re- 
call correctly we are going to be investing somewhere around $45 
million or so in PE2E this year so somewhat lower than that. 

Mr. Fattah. Okay. 

Mr. Kappos. We are working to completely move the USPTO off 
of a system in which we take applications in electronically but es- 
sentially take them in, as we currently do, as image files, and as 
we currently do try to then scan them and correct errors, and then 
process them in a kind of a, I will say silo fashion, where it is very 
difficult for each examiner to see what other examiners are looking 
at relative to prior art and patent applications. It is even difficult 
currently for them to search over their own docket. So we are try- 
ing to replace that. 

The design theory for Patents End to End is that everything in 
the agency will be in electronic text format, meaning like XML text 
that is fully searchable. So patent applications will be submitted in 
XML format. We will not be trying to scan them, and OCR them, 
and correct errors, and any of that stuff anymore. They will all be 
100 percent accurate because we are getting exactly what the ap- 
plicant submitted. 

Having them in that format and by getting prior art also in that 
format, we will be able to then have all data electronically avail- 
able in full text searchable by every examiner for the first time in 
the history of the agency. I do not even think there is any other 
patent granting authority that has that capability. So it will dra- 
matically improve our examiners’ visibility to information and 
make them more effective. Thereby enabling us to provide auto- 
mated preexamination searches for our examiners and provide the 
kind of workflow that will enable the agency to run end to end elec- 
tronically. 

Mr. Fattah. I have a question that we will submit on the record 
on this issue. But I have got to go vote. I have got seven seconds. 

Mr. Kappos. Okay. 

Mr. Wolf. Okay. Mr. Honda, do you want to? Go ahead. 
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HUMANITARIAN PATENTS 

Mr. Honda. Thank you, Mr. Chairman. What are the programs, 
I understand that you are engaged in as the technology sharing for 
international humanitarian assistance. Could you talk a little bit 
about that? And what that means, and why it is important, and 
where its application can be? 

Mr. Kappos. Sure. So I am very proud of our humanitarian pat- 
ents program announced at the White House I think it was just 
last month, in February. The first program of its kind I am aware 
of anywhere, you know, again anywhere on the planet frankly. 
What we are doing with this program is providing incentives 
through access on an accelerated basis to USPTO services for pat- 
entees who put their patents to humanitarian uses. So this could 
be, as an example or a hypothetical, a patent for a water filtration 
system that is put to some humanitarian use in some developing 
part of the world, could even be in the U.S., could be any other 
country, we will accept a request from that party. We are running 
it as a contest and we are going to be granting for folks who do 
those kinds of things, again, accelerated access to USPTO services 
for patent applications that they have pending in their agency. An 
underlying effort there is to show the world how the patent system 
is an accelerant to development and how it can benefit the develop- 
ment agenda, wherever it is, all over the planet. 

Mr. Honda. You mentioned it is a contest. What does that mean? 
Are there winners and losers? Or you have a limited amount of 
folks that you want to process? Or I do not, I am not quite sure 
I understand that. 

Mr. Kappos. Right. So the way we worked it out was to run it 
as a contest in the sense of a panel of judges who will be from the 
private sector who will look at the applications sent in, the re- 
quests to participate sent in, and will judge whether they meet the 
criteria. And if so then, you know, they get entry. We are targeting 
something like, if I recall right, 50 winners if you will in this first 
pilot period. But there is absolutely no reason why we cannot ex- 
tend this if it works or make this program larger, and I really 
would hope to do that. 

Mr. Honda. So, to the chair, I guess I am trying to figure out 
how do you define, and who will define, what humanitarian is in 
its use and its distribution? And how do you keep folks out of the 
loop in terms of them snatching it, if you would, and taking off 
with it on their own, or keeping it from being plagiarized? 

Mr. Kappos. Right. Well we have set up some what I would call 
general criteria. We did not want to be too prescriptive because we 
wanted the water pump, as well as the pharmaceutical idea, as 
well as the bio idea, as well as, right, everything else in the patent 
system to potentially be eligible. So we defined humanitarian but 
we defined it generally. We would be happy to provide you with the 
full information on the way we set the program up. 

We will be charging the judges and selecting the judges with an 
eye toward, you know, folks who will be knowledgeable about ap- 
plying general criteria in a fair and equitable way in order to be 
sure that the program works. And then obviously since it is a pilot 
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we will take a careful look at the results that we achieve and he 
not only willing hut anxious to improve the program if we can. 

Mr. Honda. So the contestant can be Squibb or any pharma- 
ceutical, or a scientist who found the cure for polio, for instance? 
And saying, “I do not want anything back I just want this to be 
put out there.” Does that qualify? And would there be any way of 
snagging that so that it does not get out that way? And because 
you could make a lot of money off of that. 

Mr. Kappos. Well, yes. Any of those examples would be poten- 
tially eligible for the program. And we would invite both the indi- 
vidual who has created the cure for some disease and wants to put 
it in the public domain, as that would be a great example, as well 
as the, you know, entrant who is doing some other humanitarian 
thing with their patent to enter the program. 

I am not sure I understand how the program would be subject 
to ready abuse. It requires you first of all to have a patent, and 
be making some use of it in a way that relates to humanitarian im- 
provement. And then to apply, the judges to be able to judge 
whether it meets the requirements. And then if it does for us to, 
in the USPTO to provide accelerated processing for another appli- 
cation in the agency. So it seems to me to be well enough bounded 
that I do not see obvious abuses as being easy for this program. 

Mr. Honda. So it is transparent. And will the contestants be, you 
know, is it all transparent in terms of public, it is a public list that 
people can see and be able to access and as a matter of oversight 
or curiosity? 

Mr. Kappos. Well that is a great question. Frankly, my recollec- 
tion is we are not far enough into the program to have gone 
through sort of all the publication issues. But my expectation 
would be that it would be completely transparent. I do not see any 
reason why it would not. Patent data is by definition public, so 
there is no reason why it would not be. 

Mr. Honda. Okay. 

Mr. Kappos. And we would be happy to work with the Com- 
mittee to ensure that everything we are doing gets all the oversight 
we can benefit from. 

Mr. Honda. Yeah. Given our history in this country of, not to 
talk about, or not to consider oversight, or to allow it to move along 
in its own nature, a lot of times there could be, you know, a possi- 
bility of it being taken advantage of or misused. So, you know, 
oversight is something I think is important. I am not talking about 
regulation, but just an oversight so that people have confidence 
that when they apply, you know, they have confidence in the proc- 
ess. And so will the public. Thank you, Mr. Chairman. 

Mr. Wolf. Based on what Mr. Honda said, and I agree with him, 
but I think it is a good idea, though. I commend you for it. I did 
not know about it, to be honest with you. My fault for probably not 
looking at the announcement. But I think anytime you could come 
up with something that would have a major impact on water, or 
on health in a third world country that you could expedite. You 
should be congratulated for doing that. I think it is good. But I, ob- 
viously what Mr. Honda said, you want to make sure it is all trans- 
parent. 
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But is there, I was wondering too, is there a mechanism, do you 
have a mechanism in the Patent and Trademark Office, and mayhe 
this is to take care of it, that if somebody says, “Mr. Kappos, we 
have got to get this thing out.” I mean, that there is an appeals 
process to, I do not mean no political involvement, but that it is 
life or death and world peace, if you will. Is there a process that 
you can look at? And I know you would have to be very selective 
because you want to make sure that nothing was, you did not hire 
some high-powered downtown attorney who knew somebody at the 
Patent Office to do that. Is there a mechanism to do that? To move 
something ahead? Or is this the mechanism? 

Mr. Kappos. Well, there is. And I will say there finally is because 
there was not until the AIA passed. 

Mr. Wolf. Okay. 

Mr. Kappos. But the AIA authorized us to, for the first time real- 
ly, create a fast track process that simply requires paying a fee. 

Mr. Wolf. Oh, no, I know about the paying. But, so there is just 
the paying then? There is not even a faster track than that? There 
is not life or death, world peace, this goes we are ^eat, this does 
not go it is over. I paid my fee but can we move this ahead, there 
is no process that does that? You have still got to get in line once 
you pay your fee on the fast track? Maybe I am not being clear. 
I just wondered is there any mechanism within the Patent Office, 
I know everyone pays attention, that you can jump something up 
in light of an emergency or something like that? 

Mr. Kappos. Well yeah, there is a longstanding ability to have 
applications declared special because of things like age or poor 
health or 

Mr. Wolf. Right. And do you do that? Or do you have a com- 
mittee that does that? Who makes that determination? 

Mr. Kappos. The determination is made by the PTO. And you 
know, I am doing this from memory, I think it is a petition that 
goes to the Director and I have an office of petitions that evaluates 
those and regularly grants them. 

FUTURE STAFFING 

Mr. Wolf. Okay. Will you reduce the numbers of examiners in 
the out years if the technology that you deploy enables your exam- 
iners to work more efficiently? 

Mr. Kappos. Yes. That in fact is the plan, to stop hiring after 
2013 and let our workforce attrit as the backlog goes down and our 
efficiencies improve. 

Mr. Wolf. Okay. Do you have any projections for that? 

Mr. Kappos. We do, actually. And we would be happy to provide 
them at the staff level. But we expect the workforce to, you know, 
have a normal sort of attrition rate and to gradually decline in ’15, 
’16, ’17 and beyond. 


OPERATING RESERVE 

Mr. Wolf. Okay. On your operating reserve the PTO budget 
states your intent to maintain a operating reserve equal to three 
months of your annual budget level with an operating reserve at 
the end of fiscal year 2013 of $378 million. The reserve would grow 
to $557 million in fiscal year 2014, and $858 million in fiscal year 
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2015. The figures for fiscal years T6 and T7 are more like $1 bil- 
lion in reserve at the end of fiscal year. Why is it a good idea to 
have such a large amount of money like that? 

Mr. Kappos. Well we are trying to build up a reasonable oper- 
ating reserve of about three months. The out year number of $1 bil- 
lion will not happen 

Mr. Wolf. What is your top? Do you have a number that says 
this is it, gang? We 

Mr. Kappos. Given the size that we expect to be in 2015, the 
number is in that $700 million range or so. That the number that 
you read is the right number. 

Mr. Wolf. Is that based on your operating expenses for three 
months, that would be? 

Mr. Kappos. Yes. 

Mr. Wolf. Okay. 

Mr. Kappos. Yes. And so we will be resetting our fees to avoid 
that operating reserve growing to $1 billion. 

Mr. Wolf. So then maybe at that time fees would begin to de- 
crease, then? 

Mr. Kappos. Yes. I fully expect that. 

Mr. Wolf. Okay, good. 

Mr. Kappos. One, because there will not be as many examiners, 
right? And two, because we will not need to fund the operating re- 
serve any further. 

Mr. Wolf. Right. And everyone will be living in Front Royal and 
nobody will come in. The building will be empty. Walking down the 
halls, and nobody will be there. 

Mr. Kappos. Just the Director there. 

Mr. Wolf. The wind will be blowing through the halls. What 
process do you have in place to determine what the reserves will 
be spent on each year, then? Will the PTO notify the Committee 
when these resources are reprogrammed to patents, trademarks, or 
other programs? 

Mr. Kappos. Well we certainly can. What I would hope that the 
reserve actually does not need to get spent, because the purpose of 
the reserve is 

Mr. Wolf. It is a reserve. 

Mr. Kappos. Yeah, in case something happens like happened in 
2008, and we hope that never happens again. We certainly can and 
would be happy with the Committee’s oversight to work out a noti- 
fication system if we ever do have to use it. 

Mr. Wolf. Okay, good. Mr. Fattah. 

ECONOMIC SECURITY 

Mr. Fattah. I am done. I have exhausted my questions. 

Mr. Wolf. Okay. I have a special order about 11:30 or 11:35 or 
so. The fiscal year 2012 appropriations include a number of report- 
ing requirements related to national economic security. I appreciate 
the work you have done to convene relevant federal agencies to dis- 
cuss the need to update so-called secrecy orders. But I am con- 
cerned that the agencies are not being aggressive enough. And I do 
appreciate you have been open to some of these ideas. And much 
has changed in the world since those secrecy orders were last up- 
dated. Would you please provide the committee with an update on 
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those efforts? I understand the same guidelines have been in place 
for a number of years and that State and Defense do not believe 
that any new criteria need to be established. What about the De- 
partment of Homeland Security? What are their thoughts, since 
that agency was not in existence when the secrecy order criteria 
was last reviewed? 

Mr. Kappos. Well right, yeah, we are, Mr. Chairman, we share 
your concern about national security and economic security issues. 
We did convene with the Defense Technology Security Administra- 
tion, Army, Navy, Air Force, National Security Agency, Depart- 
ment of Energy, and as you mentioned Homeland Security, and 
Justice. And those agencies felt like their processes were okay. 
That is not to say we cannot push more, and we would love to work 
with the Committee to do that. 

Now Homeland Security was the one group of that, the one agen- 
cy of that group, that indicated they may be taking another look 
at their definitions that they give us that we use to evaluate appli- 
cations. And I do not have any more recent information about what 
their determination has been but I am happy to follow up on that. 

Mr. Wolf. If you would? And let us know. I know you have pro- 
posed going out with a Federal Register notice to get public com- 
ments on whether or not some applications should be kept secret 
for national security concerns. We have seen drafts of the proposed 
notices and we have some misgivings. Should not the determina- 
tion to keep an application secret be made by the executive branch, 
and in particular the national security agencies? And are you con- 
sulting such agencies in addition to soliciting public comment? The 
public comment may be interesting but they may have a vested in- 
terest that is very different than the security agencies. 

Mr. Kappos. Well yes, understood. And so let me just back up 
a little bit. The Federal Register notice focuses largely on the eco- 
nomic security question as opposed to 

Mr. Wolf. Right. 

Mr. Kappos [continuing]. National security. 

Mr. Wolf. National security. 

Mr. Kappos. Although it does ask about both. So, and we are in- 
terested in the public’s view but we certainly will be reaching out 
to the national security agencies. And I fully agree that at the end 
of the day it is the national security agencies that need to make 
the decision about what kind of information is required and what 
criteria are used. 

Mr. Wolf. Without getting into detail, what was your reaction 
to the briefing that you saw that we asked you to go to? 

Mr. Kappos. I was shocked. I was distraught. 

Mr. Wolf. We are going to have that for the Committee. When 
are we going to have it? March 27th. But I do appreciate your 
going there. And I have asked others to go out. And you know, you 
were fairly responsive. Others just listened, but everyone who has 
seen it said, “My goodness gracious.” And so, thanks for doing that. 

CYBERSECURITY 

Another reporting requirement directs PTO to develop rec- 
ommendations for ensuring that third parties who have patent ap- 
plications that are of national security importance have adequate 
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protection on the information technology infrastructure so they are 
not hacked. Where are you with respect to providing this report to 
the Committee? What do you think needs to be done to direct or 
encourage these firms to ensure that their information technology 
systems are hardened against cyber intrusion? What have you done 
with respect to developing a framework for suggested improve- 
ments? Can the PTO promulgate regulations that would enable it 
to determine the parameters by which third parties must secure 
their information technology systems so they cannot be hacked. 

I had a law firm come and tell me they were hacked. The Chi- 
nese took it all. Now they did not want to tell anybody. They told 
me. That is not a good thing for Baker, Baker, and Baker to say, 
you know, our computer system is so lax that the Chinese can come 
in and take it whenever they want to. But they have done that. So 
with regard to that being the case, what can be done and are you 
doing it to make sure that they meet certain standards? 

Mr. Kappos. So this is an area where I would tell you more work 
is needed. Now speaking for USPTO we actually are not authorized 
to keep security information on our IT system. So what we do when 
a patent application is deemed by the national security agencies to 
be subject to a secrecy order, or a national security issue, the first 
thing we do is remove all copies from our IT systems and handle 
those applications entirely in paper form under lock and key and 
safes and, you know, all the traditional security. We are very satis- 
fied with our own internal security. It is highly manual of course. 
But it totally avoids any issues of electronic intrusion. So we are 
not a great expert resource on how to electronically protect relative 
to national security. 

Mr. Wolf. Do you think some of these law firms should be doing 
the same thing? I mean, they are stealing the family jewels. And 
you know, everyone has computers and all, but there are some se- 
lect cases. Do you think some of the law firms, some of whom are 
probably sitting here and are all going to read the newsletter 
should be doing that? Should be required, and I do not think I am 
going to do this, but should we require in a bill that every law firm 
that is hacked that has any contact with PTO come forward on the 
steps of the Capitol and announce that they have been stripped 
and hacked by the Chinese? Or should we give them code names? 
We are trying to do this in a voluntary way. 

But do you think there are some firms that know they have been 
hacked, and frankly most of them have been hacked. There are two 
kinds of firms downtown, those who have been hacked and know 
it, and those who have been hacked and do not know it. And shame 
on the ones who do not know it. But the ones who do know it, do 
you think they should be doing different procedures, similar to 
what you are doing, you know, lock and key and paper, not on ev- 
erything but on ones that you have that particular concern? 

Mr. Kappos. Well so I do not know the security measures that 
law firms have. I would not 

Mr. Wolf. Almost zero, most of them. 

Mr. Kappos. I would not be surprised if there are some issues. 

Mr. Wolf. The billable hour I am thinking, just think about it, 
let us think about it, okay. We will put 15 minutes down for that 
hour. We will bill that. Look at all, and they know. But I do think 
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it is a serious issue, it is both industrial, but it is economic, it is 
all that. But I just think it might be helpful. 

And I do appreciate, you know, you and I had our differences 
when you first came up, and maybe at IBM you did not have to 
answer to anybody but here you had to. And but I think you have 
done a good job. And I think you have been open to some of these 
things. And I think you understand some of these things better 
than some people who have had your job before. Do you think 
maybe Patent and Trademark Office ought to put out sort of a gen- 
eral recommendation? Not specific to Baker, Baker, and Baker to — 
I hope there is not a Baker, Baker, and Baker but I am just throw- 
ing it out. Not that they have got to do it, but sort of say based 
on what you understand they should be doing, they should be sen- 
sitive to something coming out from you on a general notice would 
be helpful rather than coming to a particular firm and telling 
them? 

Mr. Kappos. The answer is yes, I think we can and I would like 
to do that. We are going to need to work with the security agencies 
because they are the ones who have the competency. But we have 
contact with the applicants and we certainly know which applica- 
tions are under secrecy order. We actually do already provide noti- 
fication when an application is under secrecy order. We tell the ap- 
plicant, “You have got to protect this. It is a criminal violation if 
you do not do it right.” 

So we send what you would say is sort of first level notification. 
But to be quite frank, we do not go further at this point and try 
to provide any kind of guidance, or guidelines, or even connect the 
applicants with the security agencies. 

Mr. Wolf. Right. But do you think you could put out a general 
notice that 

Mr. Kappos. Oh yeah, easily. 

Mr. Wolf. If you could? I do not know. But if you can I would, 
we can take a look at it 

Mr. Kappos. We would be happy to do that. And even work with 
your team to make sure it is as clear as it can be. 

CHINA 

Mr. Wolf. Okay, thank you. With respect to China and intellec- 
tual property, how many employees does PTO have in China? And 
do they speak Chinese? 

Mr. Kappos. We have 

Mr. Wolf. Can they read Chinese? 

Mr. Kappos. We have attaches and their teams in China. We 
have currently two attaches, we are getting ready to put a third 
one in Shanghai. We have one in Guangzhou and Beijing right 
now. And we do require Chinese fluency with the folks that we are 
sending over now. Frankly I know that one of our current attaches 
is completely Chinese fluent, reading and writing. The other one I 
am not sure about. But as we replace them our current require- 
ment, our new requirement is Chinese language competency. We 
also have, you know, people who are below the attache level who, 
and every one of those that I have met is Chinese fluent. 

Mr. Wolf. Okay. It would be helpful if as you replace everyone 
can read and write and speak. And do you have a cooperative ar- 
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rangement with the Foreign Service Institute out in Arlington to 
send your people to training? Or do you have to find, when you 
search for somebody, that is not the easiest language so you do not, 
how will you in the future make sure? Will you find somebody and 
send them to the Foreign Service Institute to learn? Or will 
you 

Mr. Kappos. Well what we are doing right now is we are requir- 
ing people to have the language skills when we hire them. So we 
are not going down a road of, you know, training folks in Chinese. 

Mr. Wolf. Is that easy? Like the Trade Rep’s office has people 
in China that cannot speak Chinese. I mean 

Mr. Kappos. Yeah. 

Mr. Wolf. All the Chinese in Washington speak English, and all 
the Americans in Beijing speak English. So it is kind of a 

Mr. Kappos. Yeah, a mismatch. 

Mr. Wolf. Yes. And so I think you should maybe have a relation- 
ship with the Foreign Service Institute out in Arlington. Other 
agencies do to make sure. And we could, we would be glad to con- 
tact them. 

Mr. Kappos. Yeah. We may already have a relationship with 
them. I do not know. But if we do not I would be happy to make 
sure that we do, and your point is very well taken that we need 
to hire people who speak both English and Chinese, and write both 
English and Chinese for 

Mr. Wolf. Right. And if you needed us to we can write the For- 
eign Service Institute to 

Mr. Honda. Will the chair yield for a moment? 

Mr. Wolf. Yes, excuse me, Mr. Honda. 

Mr. Honda. Yes, thank you very much for that discourse. Be- 
cause I think that you are correct. When we, since we are a global 
activity and a global society that, you know, we should be looking 
at language and, you know, bilingual and biliterate skills. Not only 
at the lower level but certainly at the director level or at the high- 
est position. Because they will be making decisions that is going to 
require that kind of knowledge and skill. So I appreciate very much 
this line of dialogue. And in your hiring activities, it would seem 
to me that you would reach out to the diaspora we have in this 
country, where you have folks by their normal daily activities they 
have learned the language and be skilled in both the written and 
the spoken language, not only in Chinese Mandarin but also other 
languages. And I think that is the untapped resource that we have 
in this country, is our diaspora. And they tend to be the most patri- 
otic because they understand how important it is to make sure 
that, you know, their participation in this country is pristine. So 
I would be interested in what kind of programs or activities you 
have been entailing and how you have gone about engaging the 
chairman and some others of us who are interested in lending a 
hand and doing this. And I thank you, Mr. Chairman. I appreciate 
the 

Mr. Wolf. I agree with Mr. Honda. In fact, there is a whole se- 
ries of Chinese lawyers who come into my office, many who were 
dissidents that are now living here. And they understand. And Mr. 
Honda is right, if you are in a restaurant, if you are just walking 
through a store, and there is a radio, not to understand. And it has 
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been amazing. I have been in some countries, without having to 
tear it down so I do not look like I am talking about, where the 
ambassador cannot speak the language. And if the ambassador 
cannot speak the language, how do you understand? And I think, 
but I think Mr. Honda is right. There ought to be kind of a tar- 
geting of people from those countries who speak the language, very 
patriotic, love the country, and understand who can really kind of 
get directly in. But maybe we should carry language here, you 
know, urging and the other agencies that they do this, the attaches 
and all that. I do think it is important that your people speak and 
read and write the language. So when they are negotiating with 
the people or talking to the people in China, or in whatever other 
country but China in particularly, they are on par. 

Mr. Kappos. I agree. And Mr. Chairman, we will make sure we 
make that a priority. First and foremost in China, but not exclu- 
sively there. 

Mr. Honda. Yeah. Not to be humorous, but you know, Sunday 
mornings you would go to restaurants and see them reading three 
or four newspapers while they are having their dim sum. 

Mr. Wolf. Well it makes a difference. I have just one or two 
other questions, I think. How many people in your Office of Policy 
and External Affairs are assigned to specifically handle China-re- 
lated issues? 

Mr. Kappos. I am going to have to get you that exact number. 
We are just in the process of bringing in at least two more dedi- 
cated China experts. And we 

Mr. Wolf. Hopefully they will speak Chinese, too? 

Mr. Kappos. I know at least one of them does. I am not sure 
about the other one. But they will be assigned in the U.S., not in 
China. China is the only country that we have a dedicated team, 
we have a China team. There is no other country that we have a 
full team for. And we can get you the exact numbers, but it is sev- 
eral people who are essentially, you know, full time on China. And 
we are expanding that. 

[Clerk’s note. — This question is answered in the questions for 
the record on page 191.] 

Mr. Wole. Okay, well that is good. I appreciate that. I think that 
is pretty much it. Mr. Fattah, do you have others? 

Mr. Fattah. I am done, Mr. Chairman. 

Mr. Wolf. Mr. Honda. 

Mr. Honda. No. 

Mr. Wolf. Do you have any other special 

Mr. Honda. No, thank you, Mr. Chairman. 

Mr. Wolf. We have some other questions that we will just sub- 
mit for the record. Let me just say, I do appreciate your testimony 
and I appreciate, I think you have really done a good job. And so 
I want to thank you, and thank 

Mr. Fattah. Mr. Chairman, I know that you have a special 
order. Just while you were out I asked if the Patent Office would 
work with us on taking all of the historical information and making 
it available county by county, maybe to schools. 

Mr. Wolf. Sure. 

Mr. Fattah. So that kids could learn that in their own commu- 
nities, people have patents. That they have invented things, and 
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that they too might have an interest in that. So we are going to 
follow up with a meeting on this, all right? 

Mr. Wolf. Okay, okay, yeah, that would be great. Unless there 
are any other, the hearing is adjourned. Thank you very much. 
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Questions for the Record— Mr. Wolf 

PATENT EXAMINERS 

Question. How many patent examiners did PTO hire in fiscal years 2009, 
2010, and 2011? 

Answer. The number of patent examiners hired for FY 2009-2011 is as 
follows: 

UPR Examiner Hires 
FY09-FY11 


Fiscal Year 

2009 

2010 

2011 

Hires 

588 

276 

836 


Question. How many patent examiners left PTO during each of these fiscal 
years? 

Answer. The number of patent examiners who left for FY 2009-2011 is as 
follows: 


UPR Examiner Attritions 
FY09-FY11 


Fiscal Year 

2009 

2010 

2011 

Attritions 

358 

247 

203 

Attrition Rate 

5.51% 

3.75% 

2.96% 


Attrition rates Eire at historically low levels, as shown in the table above. 
As a comparison, attrition rates over the FTf 2000—2008 time period have 
averaged 7.95% and have been as high as 12.48%. 

Question. Are all technology centers adequately staffed or are certain fields 
more difficult to recruit for and retain? Which technology centers are more 
difficult to staff? 

Answer. All the Technology Centers are not adequately staffed, currently. 
Given the USPTO’s patent pendency reduction plan to achieve first action 
pendency of 10 months in 2015, and average total pendency of 20 months 
in 2016, aggressive hiring for the remainder of this year and next year is 
necessary. The USPTO seeks to recruit highly qualified science and engi- 
neering candidates for certain disciplines (e.g., mechanical, computer and 
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electrical arts). Recruiting a large number of patent examiners is challenging, 
especially in the electrical and computer areas. While continuing to draw 
candidates from our traditional sources, the USPTO is also targeting experi- 
enced IP professionals so as to develop a more balanced workforce, lower the 
examiner attrition rate, and make new hires productive more quickly. 

Question. What is the average number of patent applications each examiner 
reviews in a given year? Does this differ depending on the type of application? 
What is the average amount of time each examiner spends reviewing an 
application? 

Answer. The average total number of patent applications granted or finally 
rejected by an examiner in FY 2011 was 76.5. Patent examiners are expected 
to examine a certain number of patent applications based on their grade level 
and the complexity of the technology. The average hours per final action in 
FY 2011 was 21.2 hours. 

Question. How much training do patent examiners have in order to be able to 
keep pace with the rapid advances in technology or medicine, for example? 
Answer. The Patent Examiner Technical Training Program (PETTP) provides 
examiners up to eight hours per year of specific technical training by inno- 
vators and experts in their fields. The Site Experience Education program 
provides examiners the opportunity to visit real-world sites, such as compa- 
nies and educational institutions, and receive a direct hands-on education 
specific to the technology area they work in. Several Technology Centers 
conduct bi-weekly Quality Enhancement Meetings (QEMs), in which examin- 
ers discuss individual patent applications and specific technology in the art 
area. On a daily basis, examiners also learn from the examination of patent 
applications as they read the latest applications and review the most current 
technical literature. They also benefit from interactions with inventors and 
scientists during interviews, during discussions about the application and 
techniques, and as they review declarations or affidavits. 

PATENT APPEALS JUDGES 

Question. How many patent appeals judges does PTO currently have and 
how many judges does PTO intend to hire in fiscal year 2013? 

Answer. There are 114 Patent Judges currently on the Board. That number 
will grow to 150 by the end of July 2012, and to 200 by October 2012. The 
Board expects to add another 30 Patent Judges in FY 2013. 
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Question. Why does PTO need to hire so many more patent appeals judges? 
Will they be located on the PTO campus? 

Answer. The number of regular ex parte appeals has been growing signifi- 
cantly over the past few years and the Board has been restricted in its ability 
to hire Judges to handle the intake of appeals; and as a result, there is now a 
backlog of 26,000 cases and increasing. In addition, Judges are required to 
support the new proceedings authorized by the America Invents Act (AIA), 
proceedings which will increase the workload and backlog. With planned 
hiring in FY 2012 and FY 2013, the USPTO expects to begin reducing the 
backlog. 

The majority of Judges are recruited from the DC Metro region and are 
expected to work, or be based out of, the USPTO Alexandria campus. The 
USPTO is also recruiting for Judges at the Detroit satellite office. 

Question. How many cases does PTO anticipate that each judge will handle? 
Answer. The workload is substantial. A fully qualified Judge typically authors 
approximately 90 regular ex parte decisions per year (with more experienced 
Judges generally producing at a higher level) and also serves on roughly 270 
panels per year (i.e., helps decide another 180 cases). 

Question. Generally, what are the backgrounds or expertise of these judges? 
Where does PTO recruit from? 

Answer. Each Judge has at least one technical degree and a law degree. Many 
of the Judges have multiple technical and scientific degrees, such as degrees 
in electrical or mechanical engineering or chemistry. Several Judges have 
two law degrees (a J.D. and an LL.M.). Each Judge typically also has at least 
ten years of experience practicing law, prosecuting or examining applications. 

Question. How long is the appeals process and does PTO believe that this 
length of time is acceptable? 

Answer. The current length of time for an ex parte appeal is unacceptably 
long — more than three yesns once the appeal is at the Board and nearly seven 
years from the initial filing of the application. Our goal is to substantially 
reduce the length of this process. Attaining this goal will necessarily require 
an expansion of the Board, as detailed above. 

Question. Please explain how PTO is addressing the increase in RCEs. 

Answer. The USPTO saw a decrease in the number of RCEs from FY 2010 
to FY 2011. The decrease is at least partially attributed to programs such 
as count system changes, a focus on compact prosecution, and increased 
interview time for examiners to quickly resolve issues. 
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In addition to other ongoing programs, the USPTO is implementing a 
pilot program entitled the After Final Consideration Pilot (AFCP). The AFCP 
encourages examiners to consider responses filed after a final rejection that 
were typically not considered previously. Examiners will he given time 
credit to evaluate these responses after final rejection. If the application 
can he allowed at that point in the prosecution, an RCE filing can he avoided. 
The pilot is planned to run during the 3rd quarter of FY 2012, and will he 
evaluated on an ongoing basis to determine whether the results achieved are 
commensurate with the resources devoted to the pilot. Factors which will 
be considered include the amount of additional time used by examiners and 
changes, if any, in the number of applications allowed after a response after 
final rejection. 

In addition, the Quick Path Information Disclosure Statement (QPIDS) 
pilot provides an option for filing of an Information Disclosure Statement 
after pa 5 rment of the Issue Fee in an allowed application. Under current rules 
the Information Disclosure Statement must be filed with an RCE, which 
causes the application to be withdrawn from issue and be returned to the ex- 
aminer for action on the RCE. In the majority of applications the information 
provided in the IDS does not affect the patentability of the claims, and the 
application is subsequently allowed. The QPIDS pilot allows an applicant to 
file the Information Disclosure Statement with a provisional RCE. Prior to 
processing of the RCE, the examiner will review the Information Disclosure 
Statement and determine whether the information included therein impacts 
the patentability of any claim. If not, the RCE is not processed, the RCE fee 
is refunded to the applicant, and the application proceeds to issuance as a 
patent. 


PATENT QUALITY 

Question. What measures is PTO putting into place to ensure that as it 
reduces the backlog that patent quality will not suffer? 

Answer. A major part of the plan to reduce the backlog is the hiring and 
assimilation of new patent examiners. New examiners are provided an exten- 
sive 12-month training program; four months are in a full-time classroom/lab 
setting where they are provided a combination of lecture, lab and examina- 
tion of patent applications. After the four-month classroom, new examiners 
are sent to examining units and are called back to the academy for advanced 
topics and “just-in-time” training modules. 

Further, for all patent examiners quality is monitored through extensive 
combinations of internal/external simveys, statistical data, and a variety of 
quality control queries at varying stages of prosecution. Some of these mea- 



184 


siires are at the examiner level and data are leveraged to provide appropriate 
training to improve performance. 

NEW FIELD OFFICES 

Question. What are the criteria used to determine where additional field 
offices should he located? 

Answer. Based on factors set out in the America Invents Act, the USPTO 
has identified six high level criteria to he considered in its analysis. As 
the team reviews the more than 500 comments that came in response to the 
November 29th Federal Register Notice for Comments, the USPTO may refine 
its approach, and add or remove sub-criteria from its analysis as necessary. 
Consequently, sample sub-criteria under consideration are provided below: 

1. Outreach to Applicants 

(a) Number of applicants in region. 

(b) Number of applications from region. 

(c) Number of patent agents/attomeys in region. 

2. Recruitment of Employees 

(a) Number of Technically Qualified Individuals in Region 

(b) Average Market Salary 

(c) Number of Patent Attorneys and Agents 

3. Retention of Employees 

(a) Cost of Living 

(b) Average Market Salary 

(c) Quality of Life 

4. Economic Impact 

(a) EDA Innovation Clusters 

(b) Economic Development Plan 

(c) Poverty Rate 

5. Operational Costs 

(a) Commercial Real Estate Expense 

(b) Relocation Expense 

(c) Availability of Dark Fiber (IT Costs) 

6. Geographic Diversity 

(a) This factor would be measured as a function of distance and popu- 
lation between offices. 

Question. When will PTO conclude its decision-making process and select the 
new sites? 

Answer. The current project timeline is targeting site selection announce- 
ments to be released in 2012. 
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IMPLEMENTATION OF AMERICA INVENTS ACT 

Question. Please provide an update on implementation of the America Invents 
Act, to include the major milestones for updating PTO’s fee structure. 
Answer The following provisions of the America Invents Act (ALA) have been 
implemented to date: 

1. Change in inter partes reexamination standard 

2. Tax strategies are deemed within the prior art 

3. Best mode 

4. Human organism prohibition 

5. Prioritized examination 

6. 15 percent transition surcharge 

7. Electronic filing incentive 

Nine provisions have been addressed in recent Notices of Proposed Rule- 
making (NPRMs), including: 

1. Inventor’s Oath/Declaration 

2. Preissusince Submissions by Third Parties 

3. Citation of Patent Owner Statement in a Patent File 

4. Supplemental Examination 

5. Inter partes review^ 

6. Post-grant review 

7. Transitional program for covered business method patents (two sepa- 
rate NPRM’s issued — (1) Changes to Implement and (2) Definition of 
Technological Invention) 

8. Derivation 

9. Office of Enrollment and Discipline Statute of Limitations 

The USPTO conducted seven “Road shows” in March 2012 explaining 
the provisions of the NPRMs currently out for public comment. Two of 
the Road Shows were webcast and all include question and answer periods 
with members of the public. The Road shows have been held in Alexandria, 
VA; Sunnyvale, CA; Salt Lake City, UT; Dallas, TX; Ft. Lauderdale, FL; 
Boston, MA; and Chicago, IL. In addition, the USPTO completed two studies 
required under the ALA — the Report on Prior User Rights emd the Report on 
International Patenting by Small Businesses. The reports were delivered to 
Congress on January 13, 2012. 

Fee setting and implementing the micro entity definition (concurrent 
with effective date of new fees) are currently under development. Major 
milestones for implementing the new fees are outlined below. The NPRM for 

'Two overarching NPRMs were also issued covering Umbrella Rules of Practice for Trials 
and a Practice Guide for proposed Trial Rules. 
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implementing the micro entity provisions will be published concurrent with 
the NPRM for Fee Setting. 

Key milestones for updating the USPTO’s fee structure include calcu- 
lating aggregate cost and revenue (including integration with the FY 2013 
President’s Budget Request), preparing the fee setting hearing materials, and 
developing the NPRM (including a regulatory impact analysis and an initial 
regulatory flexibility analysis). A Federal Register Notice was published on 
January 30, 2012, announcing that the Patent Public Advisory Committee 
(PPAC) is holding two public hearings on patent fee changes and soliciting 
pubhc input. On February 15th, the PPAC held a fee setting hearing at the 
USPTO’s Alexandria campus and a second hearing was held on February 
23rd at the Sunnyvale, California Public Library. Webcasts of both hearings 
are located on the PPAC page of the USPTO Web site and transcripts of the 
hearings will be published in the same location, when available. The PPAC 
will consider comments received from the public and issue a report to the 
USPTO prior to the final rule. The target publishing date for the NPRM in 
the Federal Register is June 2012. The target publishing date for the final 
rule is December 2012, wdth implementation of most fees in February 2013. 

Question. The fees are set to increase by 10 percent during fiscal year 2013 
and another five percent in 2014. Why is it taking so long to get the new fee 
structures in place? 

Answer. The necessary timing of the fee setting process, as defined by 
Congress in the America Invents Act (AIA), is between 16 and 18 months, 
primarily due to three reasons: (1) The statutory provisions for the Public 
Advisory Committee to hold a public hearing and file a public report as pre- 
scribed by the AIA, (2) coordination of timing to be consistent with the FY 
2013 President’s Budget; and (3) a rulemaking of the nature required by the 
Act to develop and implement a new fee schedule requires the necesseny time 
frame for accuracy and transparency. The USPTO is currently on target to 
have an NPRM published in June 2012, with final fees expected to be in place 
during February 2013. 


OPERATING RESERVE 

Question. The PTO budget states the intent to maintain an operating reserve 
equal to three months of PTO’s annual budget level, with an operating reserve 
at the end of fiscal year 2013 of $378 million. The reserve would grow to $557 
million in fiscal year 2014 and $858 million in fiscal year 2015. The figures 
for fiscal year 2016 and 2017 are more than one billion dollars in the reserve 
at the end of the fiscal year. Why is it a good idea to build such a reserve? 
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Answer. The USPTO is proposing to build a patent operating reserve of 
about three months operating expense (about $700 million) and a trademark 
operating reserve of about four months operating expense (about $91 to $103 
million). Without an operating reserve the USPTO risks cash flow stress, 
such as what occurred for FY 2009 due to the economic recession. The USPTO 
was compelled to reduce planned spending during FY 2009 when revenues 
declined. As a result, patent pendency increased. 

When patent application filings increase at a rate higher than originally 
estimated, the USPTO may not have sufficient resources to keep pace with 
the increased workload because filing fees are designed to be below the cost 
of operation. The patent operating reserve provides the temporary funding 
necessary to subsidize the cost to examine the additional patent applications 
the Office received. The reserve also enables the USPTO to continue multi- 
ye^u■ capital investments and operational improvements despite any annual 
fluctuations in revenue. The establishment and maintenance of operating 
reserves also enables the agency to address routine fluctuations in the timing 
of fee collections, obligations and Congressional spending authority. The 
USPTO will take action to limit the level of the operating reserve to targeted 
levels. 

The USPTO is committed to both continually reevaluating its operating 
budget to ensure optimal and efficient funding levels to achieve agreed- 
upon performance targets, and to ensure that operating reserve targets are 
appropriate given the possibility of changing circumstances. Specifically 
with regard to patents, as the USPTO continues to make expected progress 
during fiscal years 2013 and 2014 in meeting its pendency performance 
and operating reserve targets, the results of the next fee review may lead 
to regulatory actions for FY 2015 to reduce fees and reduce the operating 
reserve to the appropriate teirgeted level of about three months of operating 
expenses. 

Question. What processes does PTO have in place to determine what the 
reserves will be spent on each year? Will PTO notify the Committee when 
these resources are reprogrammed to patents, trademarks, or other programs? 
Will the reserve maintain the fence between patents and trademarks? 

Answer. The USPTO will conduct its usual annual budget planning to de- 
termine budgetary resource needs and estimated revenue levels. Based on 
this planning, if the USPTO needs to use funds from either of the operating 
reserves to fund operations in a given year. Congress would see the planned 
use of those funds via annual spending plans. If unforeseen needs arise 
during the year necessitating the use of operating reserves, the USPTO will 
continue to consult with the Committee on planned actions. 
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The USPTO will certainly continue to maintain the patents and trade- 
marks fence. 

Question, What input do PTO steikeholders have with respect to the uses, 
and size, of the operating reserve? 

Answer. As part of the fee setting process, the Patent Public Advisory Commit- 
tee (PPAC) held two public hearings to solicit stakeholder input. In advance of 
the public hearings detailed documentation was made available to the public, 
including a detailed explanation of the Patent Fee Proposal, which included 
a section on the patent operating reserve. In advance of the public hear- 
ings and in support of the public developing comments and feedback to the 
PPAC, the PPAC posed a specific set of questions about the operating reserve. 
The questions addressed whether the USPTO should maintain an operating 
reserve funded from the increase in fees, and if so, what is an acceptable 
size and time horizon to fund the reserve. The PPAC is currently reviewing 
and analyzing the written comments. The initial review of the comments 
and feedback received during the public hearings is that many stakeholders 
believe the USPTO should maintain an operating reserve funded by user 
fees and that three months of operating expenses is an appropriate level. 
However, several stakeholders expressed concern about the short length of 
time proposed for reaching the target level. The USPTO is considering this 
feedback in developing a proposed NPRM. 

Question. How much will be reserved for capital expenditures, namely infor- 
mation technology upgrades and refreshes? 

Answer. The USPTO does not plan to have operating reserve funds set aside 
for specific programs and activities. 

Question. What other programs or activities will be paid for by the Reserve? 

Answer. The main purpose of the operating reserves is to preserve operational 
capacity to deliver on the patent and trademark mission in the event of 
significant temporary changes in demand and revenues. Examples include 
unexpected demands on resources, unexpected shortfalls in fee collections 
due to inherent uncertainty in forecasting fees, unanticipated opportunities, 
and the need to address routine fluctuations in the timing of fee collections. 
Consequently, any needed program or activity within these missions could be 
an appropriate use of reserve funds. 
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REPORTING REQUIREMENTS 

Question. The fiscal year 2012 appropriations act included a number of 
reporting requirements related to national and economic security. One of 
those requirements was em update on the secrecy order review process. Please 
provide the Committee with an update on those efforts. Who is involved in 
the process, what are their thoughts or concerns with respect to updating the 
review process? 

Answer. Last year, USPTO staff met with representatives of the Defense 
Technology Security Administration, Army, Navy, Air Force, National Security 
Agency, Department of Energy, and Department of Homeland Security, to 
discuss: (1) current standards for issuing a secrecy order and whether those 
standards should be updated, and (2) to what extent the agencies take into 
account export control subject matter. The USPTO believed that the group 
understood the importance of export controls, particularly with respect to 
items classified on the Commerce Control List. 

The group raised concerns about balancing secrecy orders attached to 
certain patent applications on the one hand and enabling American com- 
petition in the international marketplace on the other. It seems possible 
that — Phased on past conversations with Defense agencies — there may be a 
gap -with certain technologies not foimd on any list. We note that the Dep£u1;- 
ment of Homeland Security is not yet been active in the process and has not 
yet indicated to us which categories of invention they wish to review. Perhaps 
the Department of Homeland Security may be best situated to play a vital 
role in filling the potential gap. 

Regarding the economic security issue, the group felt that “economic 
security” issues fall outside the scope of the “detrimental to national security” 
language of 35 USC 181. Potential inclusion of “economic security” issues 
was opposed based on concerns that applicant ability to compete would be 
adversely affected. 

To further public discussion regarding these issues, the USPTO plans to 
publish a Federal Register notice requesting comments as to whether the Fed- 
eral Government should identify certEiin patent applications as detrimental 
to the nation’s economic security and bar those applications from publication 
and issuance. The USPTO will also seek comments on the desirability of 
changes to the existing procedures for reviewing applications that might be 
detrimental to national security. Comments submitted in this process will 
be used in a further round of conversations with Federal agencies on the 
need for improved national security criteria and allow the agency to form 
recommendations related to economic security. 
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Question. Another reporting requirement directs PTO to develop recommen- 
dations for ensuring that third parties who hold patent applications that are 
of national security importance have adequate protection on their information 
technology infrastructure so they are not hacked. What is the status of this 
effort? WTiat recommendations to these firms can PTO suggest to direct or 
encourage these firms to ensure that their information technology systems 
are hardened against cyber intrusion? Has PTO developed a framework for 
suggested improvements? Can the PTO promulgate regulations that would 
enable it to determine the parameters by which third parties must secure 
their information technology systems so they cannot be hacked? 

Answer. The USPTO is willing to engage users on how to best advise inventors 
and their lawyers as they consider upgrading information technology to 
certain minimum standards if they intend to store a protected application 
electronically. For example, advisory language could be added into the notice 
the USPTO sends to applicants informing them that their application has 
been placed under a secrecy order. 

The USPTO does not have statutory authority to require inventors and 
their lawyers to meet certain IT security standards at their offices or other 
locations. USPTO is considering the best ways to discuss these issues with 
private entities, such as hosting a roundtable to discuss best practices for 
private entities that electronically store private data the government has 
deemed secret or classified. 


CHINA 

Question. With respect to China and intellectual property, how many em- 
ployees does PTO have in China? Do they speak Chinese? Can they read 
Chinese? Are these necessary qualifications? 

Answer. The USPTO currently has 9 employees in China; 5 employees 
including the IP attache in the USPTO office at the Embassy in Beijing; and 
4 employees including the IP attache in the office at the U.S. Consulate in 
Guangzhou. All employees in China speak and read some Chinese. The 
level of fluency ranges from basic competency in Chinese (both reading and 
speaking) to full fluency in both. Plans are now under way to open an IP 
attache office at the U.S. Consulate in Shanghai. 

Full fluency in written and spoken Chinese is ideal, but not a necessary 
qualification, particularly because each IP attache is supported by a profes- 
sional and administrative staff of native speakers with fluency in written and 
spoken Chinese. The professional staff consists of several Chinese lawyers 
that the USPTO hired locally, each of whom specializes in a specific area 
of Chinese IP law. Each member of the professional staff is fully bilingual 
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and serves as an excellent resource to help and support the IP attache with 
his/her full range of duties and responsibilities. 

Question. Are any of the new positions you are requesting in China? 

Answer. We are in the process of recruiting an IP attache for placement in the 
U.S. Consulate in Shanghai. This position is funded in our FY 2012 budget. 
We are not planning any new positions in FY 2013. 

Question. How many people in the Office of Policy and External Affairs 
are assigned to specifically handle issues related to China? Please provide 
an update on the Trade-Related Aspects of IP (TRIPs) agreement? What 
progress has PTO seen with respect to safeguarding our intellectual property? 

Answer. There are currently 7 attorneys at the Office of Policy and External 
Affairs working on the full range of China IP issues, each with specific 
expertise in an area of Chinese law, such as patents, trade secret, enforcement, 
copyright and trademarks. Two of the 7 spend nearly 100% of their time on 
China. This China team will soon be complemented by two more attorneys 
with extensive expertise and knowledge on China. An International Relations 
Advisor as well as a patent examiner detailed from the Patent Examining 
Corps with fluency in written and spoken Chinese provides support to the 
team. 

China’s system of IP laws, rules and regulations on the books is in general 
compliance with the TRIPs agreement. A lack of adequate and effective IP 
enforcement continues to remain a serious concern, however. New emerging 
areas such as violation of trade secrets and forced technology transfer are 
also serious problems for rights holders, reflecting issues in the legal system’s 
transparency and basic rule of law. 

Progress has been made in certain areas. The Chinese have been un- 
dergoing a process of amending all IP laws, including the new patent law, 
promulgated in 2009. The trademark and copyright laws are now undergoing 
major revision. Numerous rules, judicial interpretations, regulations, etc., 
have recently been promulgated to provide greater clarity to certain areas of 
the law. During the course of these revisions, the Chinese have been more 
transparent, providing both U.S. and Chinese rights holders with greater £md 
more regularized opportunities to provide their input. The USPTO has been 
fully engaged in this legislative process, providing input and engagement 
as the process proceeds. Further, the Special IP Campaign, announced in 
the fall of 2010 has resulted in improvements in the overall enforcement 
environment in China. The Chinese have now committed to establishing 
an office under the State Council to continue the successes of the Special 
Campaign. The USPTO will continue to actively monitor progress. 
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INTELLECTUAL PROPERTY RIGHTS ATTACHE PROGRAM 

Question. The Patent and Trademark Office’s Overseas Intellectual Property 
Rights Attache program began in 2006 to promote intellectual property 
protection and enforcement internationally. What are the benefits of these 
deployments, how many PTO employees are posted at each embassy, and how 
much does PTO plan to spend on these deployments in fiscal year 2012 and 
fisc^d year 2013? 

Answer. The Overseas Intellectual Property Rights Attache Program (IP 
Attache Program) has produced significant benefits for U.S. rights holders. 
Specifically, the IP Attache Program has helped to change policies and regula- 
tions in host coimtries resulting in more effective protection and enforcement 
of IP rights for U.S. companies. These benefits include the establishment 
of a Customs recordation system in India, the introduction of legislation to 
combat piracy and counterfeiting in Brazil, and strong advocacy on behalf of 
U.S. rights holders in China. 

The USPTO currently has a total of 25 employees overseas. Of these, 
7 are IP Attaches stationed in the Commercial Sections of U.S. Embassies. 
We have one Attache in each of the following locations; Beijing, China; 
Guangzhou, China; Rio de Janeiro, Brazil; New Delhi, India; and Bangkok, 
Thailand. We also have two Attaches in Geneva, Switzerland, working 
with the international intergovernmental organizations that are based there 
(WIPO and WTO). Our local staff of 18 consists of 7 in China, 2 in Russia, 4 
in India, 2 in Brazil, 1 in Thailand, and 2 in Switzerland. 

We are currently working to staff a new position in Mexico City, Mexico, 
and to staff existing positions in Moscow, Russia, and Cairo, Egypt. All of the 
Attache positions, except for the China positions, have regional responsibility. 
When establishing these positions we considered the size of the market, the 
importance of the market to U.S. rights holders, the intellectual property 
issues in the country or region and our ability to work with host governments. 

The budget of the IP Attache program is about $8.6 million and $8.8 
million for FY 2012 and FY 2013, respectively. 

GLOBAL INTELLECTUAL PROPERTY ACADEMY 

Question. Would you please update us on the Global Intellectual Property 
Academy? Where are these offices located and how much does PTO spend on 
this a year? What countries typically participate in training provided by the 
Academy? How does this benefit the PTO? Do these other countries pay to 
participate or do they pay to meuntain the facilities? 

Answer. The USPTO Global Intellectual Property Academy (GIPA) offers 
programs in the United States and around the world providing education. 
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training and capacity building on intellectual property protection and en- 
forcement. The programs are offered to patent, trademark and copyright 
officials, judges, prosecutors, police, customs officials, foreign policy makers, 
examiners, and U.S. rights owners. 

The training benefits the United States by providing opportunity for for- 
eign governments to learn how to increase the capacity of their IP systems to 
protect and enforce the IPR of all rights holders, foreign and domestic. While 
trade in IP-based products and services is global, protection and enforcement 
of IPR is a national function of each sovereign nation. The existence in a for- 
eign market of a harmonized, fair, and transparent IP system in accordance 
with the international rule of law benefits USPTO customers, U.S. companies, 
creators and innovators, and enhances the functioning of the marketplace in 
which businesses seek to distribute IP-based products. It also can further the 
cultural and economic development of our trading partners. 

Domestic training . — In FY 2011, GIPA provided opportunities for U.S. 
small/medium enterprises (SMEs) to receive free training and information 
about how to use IP systems in the U.S. and abroad. Eight (8) programs were 
offered in 6 locations across the country, attended by nearly 1,000 people 
associated with SMEs. Agendas covered the entire spectrum of IP (patent, 
trademark, copyright, trade secrets) across both protection and enforcement 
legal regimes. Outreach to U.S. SMEs typically includes a component related 
to protecting against IP theft from China as well as stand-alone China IP 
road shows and other events. In FY 2012, GIPA is substantially expanding 
its outreach to U.S. rights holders, leveraging its relationship with other 
USG agencies to host an increasing number of programs for the U.S. SME, 
through one-on-one programs, webinars, and e-learning modules. GIPA also 
has begun to initiate a number of train-the-trainer programs for those USG 
agencies that work with small businesses to better assist their clients in pro- 
tecting and enforcing their IP; one such initiative is with the Small Business 
Development Centers throughout the U.S. GIPA further is responsible for 
providing training to U.S. and state law enforcement officers on IP and to 
USG personnel whose work involves IP, including an interagency training 
program for USG personnel whose IP work specifically involves China. 

International training . — In FY 2011, GIPA programs provided training 
to 5,302 foreign IP officials in 149 programs. Attendees included IP policy 
makers, judges, prosecutors, customs officers and examiners. Training topics 
covered the entire spectrum of IP (patent, trademark, cop 5 rright, trade secrets) 
across both protection and enforcement legal regimes. Post-training surveys 
indicated that 79% of all attendees indicated that they had taken some steps 
to implement positive change in their organization’s IP policy. 

GIPA offices are located on the second floor of the Madison East building, 
on the USPTO campus, 600 Dulany Street, Alexandria, Virginia 22314. The 
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GIPA budget was $6.6 million in FY 2011, and is about $6.5 million for FY 
2012. 

GIPA t 3 rpically sends a request for program nominations to all posts, and 
in turn the posts identify potential candidates that meet program criteria. In 
general, GIPA will prioritize the selection of program participants based on 
the importance of the market to U.S. companies, the current IP issues in that 
country, and the strength of the USPTO working relationship with the host 
government. 

Countries normally pay only for the cost of travel of their attendees to 
Alexandria, Virginia. In cases of developing countries with very limited 
resources, GIPA may offer to pay for invitational travel of key foreign IP 
officials in order to support our strategic policy goal of improving IP protection 
and enforcement worldwide. GIPA does not charge fees for the training it 
delivers. 

In FY 2011, 138 countries participated in GIPA programs. A list of those 
countries is as follows: 


Afghanistan 

Albania 

Algeria 

Antigua and Bar- 
buda 

Argentina 

Armenia 

Australia 

Austria 

Azerbaijan 

Bangladesh 

Belarus 

Belgium 

Belize 

Bhutan 

Bolivia 

Bosnia and Herze- 
govina 
Botswana 
Brazil 

Brunei Darussalam 

Bulgaria 

Burkina Faso 

Burundi 

Cambodia 

Cameroun 

Canada 

Cape Verde 

Chile 

Chinese Taipei 


Colombia 
Costa Rica 
Croatia 

Czech Republic 

Denmark 

Dominica 

Dominican Repub- 
lic 

Ecuador 

Egypt 

El Salvador 

Estonia 

Ethiopia 

Europe 

Fiji 

Finlemd 

France 

Gambia 

Georgia 

Germemy 

Ghana 

Greece 

Guatemala 

Guyana 

Haiti 

Honduras 

Hong Kong 

Hungary 

India 

Indonesia 


Iraq 

Israel 

Italy 

Jamaica 

Japan 

Jordan 

Kazakhstan 

Kenya 

Korea 

Kuwait 

Ifyrgyzstan 

LaoPDR 

Latvia 

Lebanon 

Lesotho 

Liberia 

Lithuania 

Macedonia 

Malawi 

Malaysia 

Maldives 

Malta 

Mauritania 

Mauritius 

Mexico 

Moldova 

Republic of Mongo- 
lia 

Montenegro 

Morocco 


Mozambique 

Namibia 

Nepal 

New Zealand 
Nicaragua 
Nigeria 
Pakistan 

Palestinian Author- 
ity 

Panama 

Papua New Guinea 
Paraguay 

People’s Republic of 
China 
Peru 

Philippines 
Poland 
Portugal 
Romania 
Russia 
Rwanda 
Saudi Arabia 
Serbia 
Sierra Leone 
Singapore 
Slovakia (Slovak 
Republic) 

Slovenia 
Somalia 
South Africa 
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Spain 

Sri Lanka 

Sudan 

Swaziland 

Sweden 

Switzerland 

Tajikistan 


Tanzania 

Thailand 

The Netherlands 

Tunisia 

Turkey 

Uganda 

Ukraine 


United Arab Emi- 
rates (UAE) 

United Kingdom 

Uruguay 

USA 

Uzbekistan 

Venezuela 


Viet Nam 

Yemen 

Zambia 

Zanzibar 

Zimbabwe 


Questions for the Record— Mr. Fattah 

PATENT APPLICATION TEXT INITIATIVE 

Question. As PTO develops its new Patent Application Text Initiative technol- 
ogy, what are PTO’s plans for ensuring that this new system will help main- 
tain pro’s current high standard of content accuracy for PTO’s databases 
and published U.S. patent content? 

Answer. The Patent Application Text Initiative (PATI) is one project under 
the Patent End-to- End (PE2E) portfolio of information technology projects. 
Any PE2E projects that would impact the current patent publication process 
would meet or exceed the current standards. The goal of the new system is to 
have the stakeholder, applicant or examiner capture the data accurately the 
first time and, therefore, reduce the need for machine or manual intervention. 
Intermediate steps toward this goal will look at automated and manual 
solutions to capture data, not just at publication but during the entire lifecycle 
of a patent application. 


Questions for the Record— Mr. Austria 
PATENT reexaminations 

Question. Several companies in Ohio have raised concerns about the current 
process for reexaminations. While the policies may have been designed with 
good intentions, they have often become a tool for bad actors to abuse the 
system in their favor. Specifically, these actors initiate multiple reexamina- 
tions in an attempt to delay a final legEd decision. Companies operating in 
good faith to defend their legitimate intellectual property are forced to wait 
through this delaying tactic, costing them time, money, and their competitive 
advantage. Has USPTO recognized this problem, and what is your office 
doing to correct it and reduce abuse within the system? 

Answer. The USPTO takes the responsibility seriously to act upon reexam- 
ination proceedings with special dispatch, and continues to streamline our 
process to reduce the pendency of reexamination proceedings. The USPTO 
has increased staffing within the Central Reexamination Unit (CRU) to meet 
the filing increases, improve internal processing of submissions and the pub- 
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lication process, as well as set up a pilot program to shorten the pendency of 
ex parte reexaminations. These combined efforts have resulted in an overall 
reduction of 11 months in the average pendency for all reexaminations. 

The USPTO recognizes that certain strategies are used in attempts to 
delay the reexamination procedure. One such tactic is the filing of multiple 
reexamination requests. The Office considers several factors when deciding 
to merge proceedings and will not do so if earlier filed proceedings have 
progressed beyond a point where merger would significantly delay their 
conclusion. Requestors also have the burden to establish that their requests 
present a Substantial New Question (SNQ) of patentability, which for a 
second or subsequent reexamination request must be different from any 
question of patentability present in any previous reexamination of the patent. 
In addition, the Manual of Patent Examining Procedure describes safeguards 
and opportunities for patent owners to obtain relief from the USPTO when 
they can show that a second or subsequently filed request for reexamination 
was filed for harassment purposes. Finally, the Office is proposing to adjust 
the reexamination fee to reflect the actual costs of the proceedings. These 
examples illustrate the Office’s commitment to reduce and avoid patent owner 
harassment. 

Further, the USPTO held a roundtable to gather stakeholder input for 
suggestions on how to improve the reexamination process. Much feedback 
was received and the USPTO is considering ways to implement many of the 
suggestions. 


SATELLITE OFFICES 

Question. What is PTO’s review process for selecting the locations of the 
satellite office? 

Answer. Following passage of the America Invents Act (AIA), the USPTO 
formed a Satellite Office location selection team in 2011. The team utilized 
tools and processes based on a Six Sigma approach to facilitate an objective 
means for identifying optimal field office locations. The team developed a set 
of selection criteria for Satellite Office selection using the criteria mandated 
by Congress and AIA as a baseline, incorporating additional selection criteria 
necessary to make informed business decisions as necessary. 

The USPTO published a notice for comment on locations for future offices 
in the Federal Register on November 29, 2011. The period closed on January 
30, 2012, and the USPTO received more than 500 unique comments. A 
location selection team is currently reviewing comments to pull data and 
adjust criteria as needed in light of the comments. The USPTO’s goal is 
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to provide a highly objective assessment of a location’s suitability based on 
congressional mandates and business needs. 

Question. Comments were not submitted in a standard format or template. 
How will the comments/proposals be scored against each other? 

Answer. The USPTO is working with a contractor to pull relevant data 
from the comments we have received, baseline non-standard measures across 
different regions, and identify additional data needed to complete our analysis. 
Using this data, the team will evaluate and compare the various regional 
alternatives based on the specific evaluation criteria we have identified, 
weighted by importance. 

Question. What is the timing of the review and site selection process? 
Answer. The timeline calls for the team to make a set of recommendations to 
the Director in May with a final decision and announcement to follow in the 
months thereafter. 

Question. What are next steps for communities that submitted comments? 
Answer. The USPTO is committed to conducting a highly objective review 
of potential locations based on the comments provided during the comment 
period. As such, the USPTO staff may provide briefings to interested parties — 
however, such briefings are for informational purposes only and the team will 
not consider materials or evidence to support a specific region during this 
period. 

Question. Will finalist communities have the opportunity to host the USPTO’s 
site selection team for a formal site inspection? 

Answer. Final decisions will be made by the Director. Regional visits by the 
team or otherwise will be conducted only on an as-needed basis, with an eye 
toward making sound business decisions while minimizing the cost to the 
Agency. 


Questions for the Record— Mr. Schiff 

XML SUBMISSIONS 

Question. I xmderstand that the Patent and Trademark Office intends to 
obtain electronic patent applications in Extensible Markup Language (XML) 
format from patent applicants. Currently, the PTO bears the cost of con- 
verting filings in other formats into searchable XML. I fully understand and 
appreciate the need to have applications in a unified format to assist examin- 
ers in making determinations and sharing information. I also want to make 
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sure that any changes do not burden patent filers or impose hidden fees on 
the filings of applications. Can you update the Committee on PTO’s plans 
regarding electronic filings in XML format? What is the PTO’s timeline for 
obtaining submissions in XML format? 

Answer. The PTO is conducting research on the best way to facilitate the 
submission of XML documents. Efforts have focused on creating word pro- 
cessing templates that allow applicants to leverage existing tools to submit 
XML to the USPTO. This early effort is scheduled to end during FY 2012 and 
will provide insight into the feasibility of using such templates. Subsequent 
efforts will be based on this early research effort. USPTO is currently devel- 
oping a timeline for accepting XML submissions that will address a number 
of implementation challenges. 

Question. Does the PTO expect to require applicants to submit in XML, or 
only to encourage XML submissions? 

Answer. The PTO will encourage XML submissions. 

Question. What are the expected benefits to XML format for the PTO? Are 
there estimates about increases in efficiency? Reductions in costs? 

Answer. XML submissions will improve accuracy of publication and examina- 
tion text and will obviate the need to OCR and/or manually enter data and 
documents. With the implementation and the adoption unknown at this time, 
estimates on efficiencies and cost reductions are premature. 

Question. Has PTO solicited comments from PTO stakeholders, including 
patent applicants, about this change? What has their response been? 

Answer. The USPTO has conducted a sxuvey to determine the availability 
and preference of patent application tools, and is in the process of creating 
communications materials based on the initial outcomes of its efforts to create 
word processing templates that allow XML submission. 

Question. Have you emalyzed the impact on small filers and independent 
inventors to making this change? Do you anticipate applicants will incur 
additional costs as a result of this change? Do you anticipate consistent, high 
quality XML? What assistance if any will PTO provide to filers to help them 
successfully submit error-free applications in XML format? 

Answer. There has not been a meirket segmented study on the XML submis- 
sions. The current approach for the project is to understand the majority of 
the user community and capture minority feedback. The goal is to receive 
quality XML text from all users. Big filers served as influencers to the IP 
community with respect to electronic filing in EPS- Web. EPS- Web went from 
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2% adoption in 2005 to 97% adoption today. Though text submissions have 
different challenges, we believe this approach is still valid. 




Tuesday, March 20, 2012. 

DEPARTMENT OF COMMERCE— NOAA ADMINISTRATOR 

WITNESS 

JANE LUBCHENCO, UNDER SECRETARY OF COMMERCE FOR OCEANS 
AND ATMOSPHERE AND NATIONAL OCEANIC AND ATMOSPHERIC 
ADMINISTRATION ADMINISTRATOR 

Opening Statement — Mr. Wolf 

Mr. Wolf. The hearing will come to order. We are going to wel- 
come Dr. Lubchenco. 

Good afternoon. Thank you for being here. 

We are here to discuss the National Oceanic and Atmospheric 
Administration’s fiscal year 2013 budget request which is about 
$5.1 billion. This amount is $155 million or three percent higher 
than fiscal year 2012. 

Before we begin questions, I would just note that the committee 
did not receive NOAA’s congressional budget justification until a 
month after the President released his budget. 

Further, it is my understanding that NOAA made the decision 
to concentrate its efforts on first publishing its “Blue Book” which 
contains high-level information in the budget request and is a mar- 
keting document for NOAA’s constituencies. 

The Appropriations Committee, though, and the staff depends on 
the timely production of the congressional justification in order to 
conduct oversight and make funding decisions. 

It is difficult to understand why it took so long to complete your 
budget materials, particularly since NOAA has more than 150 
budget personnel at headquarters alone. I am disappointed in the 
decision to publish the Blue Book first, as opposed to prioritizing 
the detailed budget that this committee requires to conduct over- 
sight and complete our work. 

I do expect that in the future you and your chief financial officer 
will have developed procedures to ensure that publications of the 
NOAA congressional justification materials occur on time. 

Second, I am concerned about cuts you are proposing to the Tsu- 
nami Program. I do not know if Mr. Serrano has come in, but he 
may have some questions. But if he does not, I will ask them for 
him. 

I asked you to host two tsunami conferences last year and you 
did, convening a range of Federal, State, and local government offi- 
cials. I went to the opening session of the conference you held in 
the visitor’s center last spring and I thank you very much for your 
efforts. 

But now I see that you are proposing reductions to this program. 
I have a number of questions for you about these reductions and 
want to hear your rationale. 


( 201 ) 
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And as I was just walking by the television out there, it said that 
there was an earthquake in Acapulco, a 7.6 magnitude earthquake. 

Have you heard of any results from that? 

Ms. Lubchenco. No, Mr. Chairman. We know that the earth- 
quake just happened, but I have not heard anything beyond that. 

Mr. Wolf. I am concerned with the reductions with regard to the 
tsunami program. We will have a number of questions about these 
and other issues. 

And with that, I think I will end and turn it over to Mr. Fattah. 

Opening Statement — Mr. Fattah 

Mr. Fattah. Let me welcome you again to the committee, and I 
look forward to the testimony and congratulate you on the work 
you have done and in particular the settlement with BP for the 
early restoration in the Gulf. I think that is a substantial step for- 
ward. 

And I share with the Chairman some concerns about some of the 
proposals relative to cuts in the National Weather Service and the 
tsunami program. 

But we understand that this is the President’s proposal, and we 
look forward to your testimony. And we are obviously at the begin- 
ning of this process, and we will work through it and see where we 
end up. 

Thank you very much. 

Mr. Wolf. Your full statement will appear in the record. You can 
proceed as you see appropriate. 

Ms. Lubchenco. Thank you, Mr. Chairman. 

Chairman Wolf and Ranking Member Fattah, Members of the 
subcommittee, I really appreciate the opportunity to testify today 
on the President’s fiscal year 2013 budget request. 

Mr. Wolf. Excuse me. 

Ms. Lubchenco. Sure. 

Opening Statement — Mr. Dicks 

Mr. Dicks. I snuck in the back door here. I apologize. 

I also want to welcome NOAA’s administrator, Jane Lubchenco, 
to testify here today before the Commerce, Justice, Science Sub- 
committee. 

I must say I am deeply concerned about the NOAA budget that 
has been proposed for fiscal year 2013 and the effect that it could 
have on programs I strongly support. 

I understand that NOAA has a growing problem with the cost of 
satellite procurement. In fact, just a few years ago, in fiscal year 
2010, satellite procurement represented just over 25 percent of the 
NOAA budget. 

In this fiscal year 2013 proposal, the percentage jumps to 36.6 
percent. This situation seems unsustainable and I will be inter- 
ested to hear from you how NOAA expects to meet these growing 
satellite costs without making paupers out of many other impor- 
tant programs. 

One of my deep concerns over the last few decades has been the 
health of Pacific salmon. At the end of the last century, many 
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stocks of Pacific salmon were listed under the Endangered Species 
Act. 

Since then, NOAA largely has been a good partner to the States, 
local governments, and tribes in the ESA recovery efforts, but the 
fiscal year 2013 budget request gives me pause. 

There is a proposed 23 percent cut to the Pacific Coastal Salmon 
Recovery Fund, which I helped start with President Clinton back 
in 1999. 

There is nearly a 20 percent cut for the salmon management ac- 
tivities line item that includes the Mitchell Act hatcheries on the 
lower Columbia River. This proposed cut will preclude NOAA from 
continuing to reform the operation of the Mitchell Act hatcheries 
along with guidelines developed by scientists for ESA compliance. 

The proposed budget includes cuts of 14 percent for the regional 
fisheries councils and commissions that are citizen-based bodies 
making important decisions on harvest and conservation matters. 

I must also note that the proposed budget would cut funding for 
the tsunami warning system by nearly 20 percent. Having rep- 
resented the Washington coast since the early 1990s, I understand 
the danger of tsunamis to folks living there. 

In fact, over the past few years, I have had legislation passed 
into law to relocate two tribes, the Hohs and the Quileutes outside 
the tsunami zone. 

After listing some of my concerns about proposed budget cuts, I 
do want to highlight a few positive budget proposals. 

I appreciate the increase to the Integrated Ocean Observing Sys- 
tem, or lOOS. This program and its arrays of buoys and other ob- 
servation tools are important to Washington State, where 
NANOOS is the Pacific Northwest regional ocean observing system. 

I also support the proposed increase for the Regional Ocean Part- 
nerships Program. 

In closing, I must express the concerns brought to me about the 
proposal to consolidate the management of the northwest and 
southwest regional offices. From a parochial point of view, I do not 
want Washington State to lose any more NOAA jobs, especially 
after the research fleet was transferred from Seattle down to Or- 
egon a few years ago. 

But I have heard concerns that the cost savings through job cuts 
would result in the elimination of some very senior positions. If too 
many of these senior positions are eliminated, then the mission of 
NOAA would be compromised. 

I look forward to hearing your testimony and I look forward to 
the questions. 

Thank you, Mr. Chairman. 

Mr. Wolf. Thank you, Mr. Dicks. 

You may proceed. 

Opening Statement — Dr. Lubchenco 

Ms. Lubchenco. Thank you, Mr. Chairman. 

I would like to begin by apologizing for the delay in submitting 
the NOAA congressional justification to you. The major reason for 
the delay was that the fiscal year 2012 spend plan was not final- 
ized until February 22nd. This kept the base levels of many pro- 
grams in flux. 
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[Clerk’s note. — The fiscal year 2012 spend plans were due to 
the Committee by January 4, 2012, or 45 days after enactment of 
Public Law 112-55. The Department of Commerce submitted its 
fiscal year 2012 spend plans to the Committee on January 20, 
2012. The NOAA spend plan was not part of this initial submis- 
sion. The Committee received NCAA’s portion of the spend plan on 
January 25, 2012, three weeks late. After the Department re- 
sponded to questions about the spend plans, the Committee ap- 
proved the spend plans on February 15, 2012.] 

Furthermore, adjustments that were made to the fiscal year 2012 
spend plan when it was being finalized also led to late changes in 
the fiscal year 2013 funding levels. 

The result was uncertainty surrounding many of the numbers 
which affected a large portion of the CJ until very recently. 

We are committed to reviewing the process of the production of 
the CJ and hope to ensure timely delivery in the future. And, 
again, my apologies. 

I am honored to be here today to discuss the President’s fiscal 
year 2013 budget request. Tough choices are required and NOAA 
has prioritized our activities. 

Our budget reflects our dedication to providing some of the most 
critical life supporting and job supporting services that American 
citizens and communities rely upon. 

NOAA has outstanding accomplishments in 2011. I would like to 
highlight three, one of which has already been mentioned. 

NOAA and the other natural resource damage trustees reached 
an unprecedented agreement with BP to provide a billion dollars 
for early restoration projects in the Gulf of Mexico. 

Second, NOAA put in place annual catch limits and account- 
ability measures for almost all of the 528 federally managed stocks 
and stock complexes. There is still a lot of work to be done, but the 
Nation’s fisheries are on the long path to sustainability. 

And, third, NOAA skillfully forecasted Hurricane Irene’s track as 
she threatened the East Coast. 

These and other accomplishments set the stage for our request 
for the fiscal year 2013 which totals $5.1 billion. This is an in- 
crease, as you noted, Mr. Chairman, of $153.9 million, 3.1 percent 
above fiscal year 2012. To accomplish this, we sought administra- 
tive savings and made tough choices to enable our top priorities. 

NOAA anticipates reaching our fiscal year 2012 target of $68 
million in administrative savings and an additional $16 million is 
targeted for fiscal year 2013. So we have done everything possible 
we can to find administrative savings and protect programs wher- 
ever possible. 

One of the greatest challenges facing NOAA is the continuity of 
our satellite operations. We greatly appreciate the strong bipar- 
tisan support from Congress that these programs received last 
year. 

The Joint Polar Satellite System and the Geostationary Oper- 
ational Environment Satellite-R series are two of our budget’s 
highest priorities. We have done everything possible to contain 
their costs. 

Funding is critical to minimize the duration of the expected gap 
between the recently launched Suomi NPP satellite and JPSS. 
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In 2011 we rewrote the record books on extreme weather. In re- 
sponse, the National Weather Service recently launched an initia- 
tive called weather ready nation that envisions a society prepared 
for and responding to severe weather events. 

The fiscal year 2013 budget requests $972 million for the Na- 
tional Weather Service. The 2013 request also includes $413.8 mil- 
lion for the Office of Oceanic and Atmospheric Research focusing on 
the highest priority services for building this weather ready nation. 
It also requires NOAA’s ships and planes which are critical data 
acquisition platforms. 

Our coastal communities are major contributors to the economy. 
Commercial and recreational fishing industries play a key role sup- 
porting 1.5 million full- and part-time jobs and contributing $79 
billion to GDP in 2010. 

We request $880 million for NOAA fisheries including an in- 
crease of $4.3 million to expand stock assessments. Vibrant coastal 
communities depend on healthy oceans and thriving maritime com- 
merce. 

NOAA’s request includes $478 million for the National Ocean 
Service. Port activities alone are responsible for 8.4 million Amer- 
ican jobs and nearly $2 trillion in economic output. 

Thank you again for the opportunity to testify before you today 
and I look forward to our discussions. 

[The information follows:] 
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WRITTEN STATEMENT OF 
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UNDER SECRETARY OF COMMERCE FOR OCEANS AND ATMOSPHERE 
AND NOAA ADMINISTRATOR 

NATIONAL OCEANIC AND ATMOSPHERIC ADMINISTRATION 
U.S. DEPARTMENT OF COMMERCE 

ON THE 

NATIONAL OCEANIC AND ATMOSPHERIC ADMINISTRATION’S 
FY 2013 BUDGET REQUEST 

BEFORE THE 

COMMITTEE ON APPROPRIATIONS, 

SUBCOMMITTEE ON COMMERCE, JUSTICE, SCIENCE, AND RELATED 

AGENCIES 

U.S. HOUSE OF REPRESENTATIVES 
March 20, 2012 

Chairman Wolf, Ranking Member Fattah, and members of the Committee, thank you for your 
leadership and the continued support you have shown the Department of Commerce’s National 
Oceanic and Atmospheric Administration (NOAA). I am honored to be here as the Under 
Secretary of Commerce for Oceans and Atmosphere and Administrator for NOAA to discuss the 
FY 2013 President’s Budget. The FY 2013 budget is essential to ensuring that we can meet the 
Nation’s demands for accurate weather prediction today and in the fitture, safe, navigable 
waterways, well managed coastal resources, sustainable fisheries, and robust climate analysis 
and prediction services. To ensure that we can deliver on these core services, we have prioritized 
our activities, made limited targeted investments, reduced or terminated activities that while 
important could not be accommodated in the current fiscal environment without threatening our 
capacity to deliver our core services and sought out administrative efficiencies to ensure that 
every dollar is maximized. 

President Obama has spoken about moving America forward and laying out a blueprint for an 
economy that is built to last. Secretary Bryson has answered this charge, tasking the Department 
of Commerce to assist Americans by fostering economic recovery and increasing U.S. 
competitiveness. As part of the effort, NOAA will strengthen our core foundational programs, 
such as the Nation’s next generation weather satellites; promote sustainable fisheries and the 
fishing industries; invest in weather and ocean science; and work to sustain coastal resources, 
communities, and economies. We will work towards a society that is prepared for, and responds 
to, weather-related events, and we will provide timely access to environmental information from 
satellites and other scientific technologies. 

Just as every citizen depends on NOAA for timely weather information, fi-om the 5-day forecast 
to life-saving weather alerts, so too do businesses rely on NOAA. NOAA weather services help 
airlines save millions of dollars and operate safely by avoiding severe weather. Marine shipping 
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companies (transporting 78 percent of the goods into and out of the United States') and 
fishermen (putting healthy seafood on our plates or enjoying a family day out on the water) all 
trust NOAA’s nautical charts and tide and current data to operate safely and efficiently. Farmers 
rely on our long-range forecasts to decide which crops to plant and when. Coastal communities 
rely on NOAA’s stewardship of fisheries and coastal resources to support local industries, such 
as tourism and fish processors. The list goes on and on. It is hard to imagine a sector of the 
economy that does not depend on NOAA in one way or another. We support stewardship that 
makes economic sense for a healthy environment and economy, and invest in science for today 
for a better tomorrow. 

The FY 2013 President’s Budget will: 

(1) Provide life-saving and job-supporting services needed to prepare and protect 

American citizens, commimities, businesses and infrastructure; 

(2) Provide the core scientific information underlying our mission, and 

(3) Invest in the resiliency of our vibrant coastal communities. 

The NOAA budget reflects difficult choices and continues our commitment to find efficiencies 
in our operations while seeking new partnerships. 

FY 2013 BUDGET REQUEST AND FY 2011 HIGHLIGHTS 

The NOAA FY 2013 proposed budget totals $5.1 billion, an increase of$153.9 million, or 3.1 percent 
above FY 2012, NOAA’s staff of dedicated professionals, working with extramural researchers, 
industries, and domestic and international partners, ate expanding meteorological prediction 
capabilities; enhancing our knowledge of elimate change; improving coastal resource management; 
condnuing to chart our seas and coasts; and enhancing environmental stewardship. NOAA is 
committed to understanding and monitoring our oceans and atmosphere, predicting changes in the 
Earth’s environment, and conserving and managing ocean and coastal resources, while making sure 
that we deliver as economically as possible the highest level of service. 

President Obama has called upon the entire federal government to be more efficient and effective. As 
a result, the Department of Commerce continues to seek ways to improve the efficiency of programs 
without reducing their effectiveness. Building on NOAA’s FY 20 1 2 savings of $67.7 million, an 
additional $15.8 million in savings is targeted for FY 2013. 

NOAA had numerous outstanding accomplishments in FY 20 1 1 . NOAA and the Natural Resource 
Damage co-trustees reached an unprecedented agreement with British Petroleum (BP) to provide $1 
billion for early restoration projects in the Gulf of Mexico, as a down payment for economic and 
ecological recovery from the 20 1 0 Deepwater Horizon oil spill. NOAA put in place aimual catch 
limits and accountability measures for almost all 528 federally-managed fish stocks and complexes, 
ensuring that the Nation’s fisheries are on the long path to sustainability. NOAA skillfully forecasted 
Hurricane Irene’s track with a 48-hour track error of 71 nautical miles - 20 percent better than the 5- 
year mean of 90 nautical miles. And NOAA’s National Weather Service (NWS) forecasters were able 
to issue warnings well in advance of numerous record-breaking severe weather events, such as 4- 
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month advanced warnings for emergency managers and citizens about severe flooding in the mid- 
west. These accomplishments set the stage for our FY 2013 request. 

The FY 2013 budget request focuses on three core mission areas, beginning with the need for a 
Weather-Ready Nation. 

Weather-Ready Nation: Communities that are Ready. Responsive, and Resilient 

Record weather and climate disasters occurred in 201 1, including extreme drought, heat waves, 
floods, unprecedented tornado outbreaks, hurricanes, wildfires, a tsunami, and winter storms. 
Tornadoes, hail, and severe thunderstorms caused an estimated $46.5 billion in economic losses 
($25.8 billion in insured losses) in the United States. Saxlly, 2011 was the deadliest tornado season 
since 1936, with 552 direct fatalities. 

More and more sectors of the U.S. economy are looking for ways to increase their resilience to 
severe weather and reduce the potential of significant societal and economic impacts. Even 
though NOAA was able to provide advanced warning of many severe events this year, the loss of 
life and property was still too high. To address these issues, NWS launched a new initiative this 
year called Weather-Ready Nation. NOAA envisions a Weather-Ready Nation as a society that is 
prepared for, and responds to, weather-related events. The FY 2013 President’s Budget supports 
the highest priority core requirements necessary to address NOAA’s Weather-Ready Nation 
goal, requesting $972.2 million for the NWS. The request allows the NWS to produce and 
deliver accurate and timely forecasts, provide services in a cost-effective manner, continue to 
work with communities and emergency managers to reduce weather-related fatalities, and 
improve the economic value of weather, water, and climate information. 

A nationwide survey indicates that 96 percent of the U.S. public obtains, either actively or 
passively, 301 billion forecasts each year. Based on an average annual household value of $286 
placed on weather information, the American public collectively receives $31 .5 billion in 
benefits from forecasts each year.^ 

The FY 2013 budget includes an increase of $7 million to support the critical upgrade and update 
of the NWS Telecom Gateway, the backbone of NWS’s information delivery system, and an 
increase of $ 1 2.4 million for ground system readiness to ensure that the NWS is prepared to 
ingest data coming from NOAA’s new weather satellites. While these increases are required, 
NWS has developed a new more cost-effective IT service delivery solution for maintaining the 
IT systems at the 122 Weather Forecast Offices (WFOs). NWS requests a decrease of $9.7 
million to consolidate Information Technology Officer positions at each WFO into regional IT 
collaboration units reducing staffing requirements by 80 percent without affecting the quality of 
services including warnings and forecasts. Reducing staff is never easy and NOAA is committed 
to making every effort to reduce staffing through attrition and explore offering buyouts or early 
retirement. 


^ J. K. Lazo, R. E. Morss, J. L. Demuth, 300 billion served: sources, perceptions, uses, and values of weather 
forecasts. Bulletin of the American Meteorological Society, 90(6). (June, 2009). 
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NOAA’s Office of Oceanic and Atmospheric Research (OAR) oversees the scientific 
investments that ensure NOAA’s weather and climate information is state.of the art. The FY 
2013 request of $413.8 million for OAR focuses on the highest priority and most essential 
services for building a future Weather-Ready Nation. OAR research continually improves our 
warning systems and predictive capacity with programs such as the on-going development of the 
next generation of weather radars, Multifunction Phased Array Radar, and hurricane models that 
are now in operation at the National Hurricane Center. One of the largest investments NOAA is 
making in FY 2013 is an increase of $28.1 million for a total of $212.7 million in climate 
research in OAR (A total of $342 million is proposed to support the U.S. Global Change 
Research Program). These funds — much of which will be competitively awarded to academic 
institutions- will improve our understanding of the changing climate system and its impacts 
through more sophisticated climate modeling, national assessments, external and private-sector 
partnerships, as well as regional climate information and delivery. Easily accessible and relevant 
information is required to help communities better prepare for these events and make informed 
decisions. Within that funding level, continued development and use of state-of-the-art Earth 
System Models to address urgent climate issues, including sea level rise and Arctic climate 
change, will be supported by an investment of $8 million, and an increase of $4.6 million in 
Arctic monitoring and full ocean depth profiling floats will improve seasonal forecasts, as well 
as our ability to chart ocean and sea ice levels. The OAR request also includes an investment of 
$855 thousand to support research into wind boundary layers, a fertile area for clean energy 
generation. 

Further support for a Weather-Ready Nation is found in the FY 201 3 budget request for NOAA’s 
fleet, with a request of $24 1.1 million for the Office of Marine and Aviation Operations. These 
vessels and airplanes are data acquisition platforms crucial to providing scientific observations 
and maintaining our observing systems. This budget requests an increase of $2.0 million to 
provide for more flight hours that will be used for hurricane reconnaissance and research missions 
aimed at improving hurricane intensity forecasts, as well as observations for accurate and reliable 
winter storm warnings and forecasts, snow pack surveys, and ocean wind data. 

NOAA missions, from issuing accurate hurricane warnings to providing timely weather forecasts 
and accurate seasonal predictions, depend on data from an integrated suite of observing systems. 
These systems provide a global picture of the atmosphere and oceans, as well as high-definition 
3-dimensional views of individual storms. 1 turn next to a crucial component of the suite - 
NOAA’s geostationary and polar-orbiting satellites. 

Satellites: High-tech Environmental Observations that Help Protect Lives and Property 

One of the greatest challenges facing NOAA today is ensuring continuity of satellite operations. 
NOAA’s satellites provide the data and information for forecasts and warnings that are vital to 
every citizen. From safe air, land, and marine transportation to emergency rescue missions, 
Americans rely on satellite observations daily. Timely and accurate information supports the 
NWS, federal and state agencies, and local emergency management agencies, enabling advance 
warnings of emerging severe weather such as hurricanes, flash floods, tsunamis, winter storms, 
and wild fires. Along with the skill of NOAA meteorologists, NOAA’s satellites are critical to 
the success of national forecasts and are the backbone of the global earth observing system and 
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the global weather prediction capability. Satellite observations also assist NOAA’s National 
Ocean Service (NOS) in monitoring coastal ecosystem health, such as coral bleaching, and 
identifying and monitoring potential maritime hazards from sea ice. Although satellites do not 
observe fish stocks directly, the National Marine Fisheries Service (NMFS) can utilize satellite 
measurements such as sea-surface temperature, sea-surface height, ocean color, ocean winds and 
sea ice to characterize critical habitat that influences marine resources. 

The FY 2013 President’s Budget Request of $2.0 billion for NOAA’s National Environmental 
Satellite Data and Information Service (NESDIS) supports the highest priority and most essential 
services for developing, acquiring, and managing satellite and satellite data operations. The Joint Polar 
Satellite System (JPSS) and the Geostationary Operational Environmental SateUite-R Series (GOES- 
R) programs are two of NOAA’s highest priorities. The FY 2013 request reflects the need for 
increases within the satellite portfolio necessary to maintain these crucial instruments. This includes a 
planned increase of $186.4 million for the GOES-R program, as well as an investment of $9.4 million 
for data processing and distribution for the Suomi-National Polar-orbiting Partnership mission and the 
same support for the follow-on program, JPSS. 

The next generation of GOES-R is expected to be launched by 2015, and will become fully 
operational by 2017. The increase in FY 2013 President’s Budget for GOES-R is necessary to 
secure the launch vehicle and support further development of the satellite and its instruments. 
This series of satellites will include upgraded technology, such as an improved Advanced 
Baseline Imager (ABI), which will provide faster and higher-resolution image scans, covering a 
larger geographic area. Enhanced ABI capabilities will help decrease forecast error and expand 
the list of geostationary products NOAA offers. Improved tropical forecasts from GOES-R 
products are expected to prevent annual losses to the recreational boating industry valued at $31 
million in 2015.^ The new ABI technology will also enhance volcanic ash plume tracking, so 
pilots can receive advance warning and be routed around the damaging and deadly plumes. The 
annual net economic benefit to the airline industry from these enhancements is estimated to be 
$58 million in 2015.“^ 

NOAA satellites also help forecast energy demands for communities, largely based on 
temperature forecasts. GOES-R data will allow for more accurate temperature forecasts, thereby 
enabling energy providers to better prepare for changes in energy demand. Annual savings for 
the energy sector are expected to be $256 million in 2015.^ Finally, improved information firom 
GOES-R will enable researchers and forecasters to produce more accurate forecasts. That, in 
turn, will result in irrigation water being used more efficiently by farmers. The projected atmual 
net economic benefit for the agricultural sector is valued at $30 million in 2015.^ 


Centrec Consulting Group, LLC. An Investigation of the Economic and Social Value of Selected NOAA Data and 
Products for Geostationary Operational Environmental Satellites (GOES). Report to NOAA’s National Climatic 
Data Center. Savoy, IL. (February 27, 2007; 

http://www.centrec.com/resources/reports/GOES%20Economic%20Value%20Report.pdf) 
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Thanks to the Committee’s support, the FY 2012 appropriation provides a foundation for NOAA 
to make significant progress towards developing the Nation’s next generation polar orbiting 
satellite system, the JPSS, and we understand that the overall cost of this program needs to be 
contained. The FY 2013 President’s Budget proposes to cap the total life cycle cost of JPSS at 
$12.9 billion and target a launch date for the second quarter of 2017 to minimize the duration of 
any gap between the recently launched Suomi NPP satellite and JPSS. Flowever, we are still at 
significant risk. We are almost certain that a gap in polar observational satellite data will occur 
fiom the projected end of life of the current polar mission to the beginning of the operational 
JPSS mission. The loss of NOAA’s polar-orbiting satellite data would result in an immediate 
degradation to weather forecast models, impacting NOAA’s ability to provide advance warnings 
of severe weather that help to protect lives and property. 

NOAA is conducting a comprehensive reevaluation of its space-based observation requirements 
with a goal to maintain and acquire critical services that meet the Nation’s national 
environmental data needs. NESDIS will continue to pursue collaborative opportunities with other 
national and international agencies and organizations and partner with industry, academia, and 
other research and development agencies. These partnerships will bring robust information and 
service delivery to our customers and invest in effective relationships with stakeholders. In 
particular, NESDIS will continue participating in global partnerships, such as with the European 
Organization for the Exploitation of Meteorological Satellites, to help the United States and 
Europe provide increased capability to monitor global weather and climate. 

The third core mission area I wish to highlight grows out of NOAA’s services, stewardship, and 
scientific work to restore vitality to the Nation’s coastal population and economy. 


Vibrant Coastal Communities 


The Nation’s coastal population is expected to increase by more than 1 3.6 million by 2020.^ In 
addition, over half of the U.S. Gross Domestic Product is generated in coastal counties.* To meet 
the demands of a burgeoning coastal population and a productive economy, NMFS and NOS play 
critical roles in supporting sustainable resources that in turn support sustainable industries and jobs 
and also provide services that make businesses more efficient and safe. NMFS serves the Nation 
through a science-based stewardship of living marine resources, while NOS activities support 
sound decision-making for human, ecological, and economic health. 

The FY 2013 President’s Budget reflects some difficult choices. The budget proposes reductions 
to or closures of programs in order to support core coastal and ocean stewardship programs. Our 
coastal economies provide the Nation with goods through our ports, food from the sea, and vacation 
destinations for our families and international travelers. Our coastal communities help make our 
economy strong. Despite the cuts in this area, NOAA’s commitment to providing services that 
support, protect, and serve our coasts is strong. 


^ NOAA’s State of the Coast, http://stateofthecoa.st.noaa.gov 
* State of the U.S. Ocean and Coastal Economies, NOEP 2009 
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The commercial and recreational fishing industries depend on healthy and abundant fish stocks, 
habitats, and marine ecosystems to provide lasting jote, food and recreational opportunities. In total, 
our Nation’s fisheries supported 1.5 million full and part-time jobs and contributed $79 billion to 
GDP, $183 billion in sales in 2010.^ Further, the jobs supported by the commercial fishing industry 
increased fi'om 2009 to 2010 by 16petcent,fTOm 1 million to 1.2 million.'** Fully rebuilt, U.S. 
fisheries are anticipated to contribute $92 billion to GDP and support 2 million jobs." Recreational 
fishing is also an important industry as trip related expenditures contributed $23 billion to GDP, $50 
billion in national sales impacts, and supported more than 326,000 full and part-time jobs across the 
U.S. in 2010.'^ In 2010, an estimated 1 1 million recreational saltwater anglers took 73 million 
saltwater fishing trips, spending $4.3 billion on trips and $15 billion on durable fishing equipment, 
such as rods and reels, boats, second homes and other goods.*^ 

NOS products and services, which are derived from surveys and observations, are perhaps the 
most visible example of NOS support for the American economy and workforce. More than 78 
percent of U.S. overseas trade (by volume) and 43.5 percent (by value), including nine million 
barrels of imported oil daily, transits through our seaports'^*. Port activities alone are responsible 
for 8.4 million American jobs and nearly $2 trillion in economic output'^. NOS navigation 
charts, tide data, and other tools serve as the marine transportation “information infrastructure” 
that enables marine transportation users to optimize economic opportunity. 

NOAA serves as the trustee for thirteen national marine sanctuaries. Across all national marine 
sanctuaries, about $4 billion is generated annually in local coastal economies from diverse 
activities which include: commercial and recreational fishing, research, recreation-tourist 
activities such as whale watching, snorkeling and diving on coral reefs and recreational boating. 
The National Marine Sanctuaries support about 50,000 jobs in diverse activities ranging from 
fishing and diving to research and hospitality. A study completed in 2000 estimated that 
Massachusetts alone accounted for nearly 80 percent of New England whale watching tour totals, 
generating $3 1 .3 million; virtually all of Massachusetts whale watching occurs in Stellwagen 
Bank National Marine Sanctuary. 

With the FY 2013 budget request of $880.3 million for NMFS, NOAA remains committed to 
putting America’s fishing industry on a sustainable and profitable path through targeted 
investments in fisheries science, observer, and enforcement programs. Additional targeted 
funding for NMFS includes increases of $4.3 million to expand stock assessments and $2.3 
million for Survey and Monitoring projects. Funds will be targeted at high priority commercially 
and recreationally valuable stocks, those that limit the catch of these valuable stocks due to high 
scientific or management uncertainty, and those that were previously experiencing overfishing to 


Fisheries Economics of the United States, 2010 (forthcoming, not yet published) 

" NOAA Fisheries internal analysis based upon NMFS Commercial Fishing and Seafood tnduslry Input-Output Model 
{see: https://www.st.nmfs.noaa,gov/apex/f?p^l60;l:9I679637080llI6::NO) 

Fisheries Economics of the United States, 2010 (forthcoming, not yet published) 

2003 Pocket Guide to Transportation Table 5-5, U.S. Department of Transportation 
http://www.economics.noaa.gov/ 

** http://sanctuaries.noaa.gov/science/socioeconomie 

Hoagiand, Porter and Andrew E. Meeks. The Demand for Whale watching at Stellwagen Bank National Marine Sanctuary. 
Marine Policy Center, Woods Hole Oceanographic Institution. 2000 
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verify that overfishing has ended. Funds will be iKed to improve fishery-independent surveys 
using advanced sampling technologies such as optical and acoustical methods. The FY 2013 
President’s Budget includes an increase of $4.2 million for the NMFS National Observer 
Program. The requested increase will support observing and monitoring for fisheries currently 
under catch share management and those expected to transition to catch shares in FY2013. This 
funding will allow NOAA to provide coverage in approximately 47 fisheries nationwide. 
Investment in enforcement activities will sustain the hard work to implement reforms following 
the 2010 Inspector General Report while also maintaining focus on the important work of 
enforcement. To make these targeted investments, the FY 2013 budget proposes to consolidate 
and streamline certain activities to reduce costs and decrease or terminate funding for lower 
priority programs. For example, NOAA’s request includes a $5.0M reduction across numerous 
programs to consolidate and reconfigure NMFS’ West Coast regional management offices. 
Under this proposal, the Southwest and Northwest Regional Offices will be reconfigured into a 
single West Coast Regional Office. NOAA also proposes to close the James J. Howard Lab at 
Sandy Hook and the Pacific Environmental Research Lab at Pacific Grove, relocating staff to 
other facilities. Activities that are supported at these facilities are necessary for the NMFS 
mission, however it can be conducted more cost-effectively at other NOAA facilities. 


In the FY 201 3 Budget, NOAA requests $478. 1 million for NOS to support the economic 
sustainability of coastal communities. NOAA has made a few targeted investments in the FY 2013 
budget submission for NOS including a $ 1 0 million increase to develop and improve marine sensors 
that will monitor changing conditions in the oceans, coasts, and Great Lakes. A $2.0 million increase 
to expedite the restoration of polluted sites subject to natural resource damage assessments. Some of 
these cases represent hundreds of millions of dollars in potential settlements. Finally, a $2.0 million 
investment in extramural research is requested to strengthen our continued focus on harmful algal 
bloom, hypoxia, and ecosystem research, 

NOAA’s fleet is crucial to providing scientific platforms in support of NMFS and NOS. An increase 
of $1 0.7 million will allow NOAA to perform a Major Repair Period on the Thomas Jefferson, 
NOAA’s primary hydrographic survey vessel. Major Repair Periods are critical to ensuring the 
ongoing health and well-being of NOAA’s fleet; without these periodic refurbishments, ships would 
be taken out of service. Finally, an additional $1.5 million is requested to complete the post- 
constraction evaluation of FSV 6, our newest fisheries survey vessel. 

Conclusion 

Overall, NOAA’s FY 201 3 Budget Request reflects the commitment that Secretary of Commerce 
Bryson and I have made to the President to contribute to growing a strong economy that is built to last 
while being fiscally responsible and helping to reduce the Nation’s deficit. As we make tough choices, 
we remain committed to our core mission because we know that Americans rely upon us each and 
every day. The resources that are requested in this budget are critical to the ongoing success in 
creating a Weather-Ready Nation, ensuring access to reliable scientific data, and achieving vibrant 
coastal communities. I look forward to working with the Members of this Committee and our partners 
and constituents to achieve the goals I articulated through the implementation of the FY 2013 budget. 
Thank you for the opportunity to present NOAA’s FY 2013 Budget Request. I am happy to respond to 
any questions fiom the Committee. 
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Mr. Wolf. Thank you very much. 

NATIONAL WEATHER SERVICE 

The fiscal year 2013 request for the National Weather Service is 
$875 million and includes a reduction of $36 million. One of the 
proposals is to eliminate 98 information technology officers, one 
from each of the weather forecast offices around the country. 

These reductions are a bit of a concern, particularly with all the 
severe weather that occurs, particularly as NOAA continues to 
warn that severe weather is going to continue to be the norm. 

What are the information technology officers responsible for now 
and how does that currently work? 

Ms. Lubchenco. Mr. Chairman, the proposal to eliminate 98 jobs 
takes advantage of new technologies that have become available 
that we believe we can utilize to provide the same service and to 
do so in a more uniform and reliable fashion. 

We do not believe that this proposal will in any way diminish the 
quality of the forecasts or the disaster warnings. 

Mr. Wolf. How many personnel are at each weather forecast of- 
fice? 

Ms. Lubchenco. I cannot tell you that right off the top of my 
head, but I would be happy to get back to you on that. 

Mr. Wole. How many meteorologists are at each office now and 
how many — do they work around a shift? How does that work? 

Ms. Lubchenco. So I do not have precise numbers in my head, 
Mr. Chairman, I am sorry, for all of the weather forecast offices. 
I know that we have taken, you know, my team has taken a good 
hard look at this proposal to really try to understand what the 
function of each individual is and how we can ensure that the qual- 
ity of the forecasts and warnings is not in any way compromised. 

We think that we can execute this plan in a way that does not 
diminish any of the quality of the services. 

Mr. Wole. The proposal is to replace the personnel with four mo- 
bile teams. 

If something goes wrong with any of the information technology 
at any given weather forecast office, how long will it take to deploy 
the team and where will the teams be located? Will they be spread 
around the country? 

Ms. Lubchenco. They are regionally focused. 

Mr. Wolf. So how many will be on a team? There will be four 
teams. How many will be on a team? 

Ms. Lubchenco. I do not know that, sir. 

Mr. Wolf. Okay. And how would it work? Let’s say something 
comes up. Where will they be, first of all? 

Ms. Lubchenco. So I cannot tell you that. I do not know that 
level of detail. 

Mr. Wolf. Okay. 

Ms. Lubchenco. What I can tell you is that we have looked very 
hard at this and our folks are convinced that this is quite doable 
and that, in fact, this takes advantage of technologies. We can have 
better and more reliable, uniform service with this new plan. But 
I am happy to provide you additional detail on the actual specifics 
of exactly how it would work. 

Mr. Wolf. Okay. If you can, I would appreciate that. 
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[Clerk’s note. — ^As of press time (December 2012), NOAA has 
failed to provide the requested responses.] 

Ms. Lubchenco. Certainly. 

TSUNAMI PROGRAM 

Mr. Wole. On the tsunami issue, your budget proposes a $4.5 
million reduction to terminate funding for education and awareness 
programs of the National Tsunami Hazard Mitigation Program. 

Why are you terminating this program and isn’t education the 
key to success? 

Ms. Lubchenco. Education has been vitally important and will 
continue to be so. We will be able to continue our TsunamiReady 
Program. And so that program will remain, is not affected by these 
cuts. 

I think you will remember that the 2006 WARN Act (Warning, 
Alert, and Response Network Act) provided additional funds for us 
to utilize to make faster headway with getting communities tsu- 
nami ready with giving grants to partners to help accomplish some 
of that. 

Mr. Wole. Well, how many localities on the West Coast and on 
the East Coast and down in the Caribbean are not up to speed on 
education and tsunami ready, if you will? Last year, it was quite 
a bit, if I recall. 

Ms. Lubchenco. It is quite a bit. And we will continue with the 
TsunamiReady Programs. What that 2005 funding allowed us to do 
was to make much faster progress, sir. We are way ahead of where 
we thought we would be by now had we not had that extra infusion 
of funds from the WARN Act. 

And so the decrease that you see in this year’s budget is a reflec- 
tion of the fact that we do not have those additional funds that we 
had. They are due to expire this year. And so those additional 
funds we were not able to replace in the budget. 

What is in the budget is our funds to continue both of the tsu- 
nami warning centers, to continue the TsunamiReady Program, to 
be able to service the DART buoys, although not at the same rate 
that we were before. 

I do not believe that these funds will in any way affect the cal- 
iber of the warnings, the tsunami warnings that we are able to 
issue. They will slow down the rate at which we are able to make 
more communities prepared and 

Mr. Wole. Well, you are also cutting $1 million from operation 
and maintenance funds for the Deep Assessment and Reporting the 
Tsunamis (DART) buoys. This reduction will increase the time to 
repair operational buoys that experience failing instruments and 
broken moorings. 

How many buoys are there now? 

Ms. Lubchenco. There are 39, sir. 

Mr. Wole. How many are out of order at any one time? 

Ms. Lubchenco. Our target has been to maintain 80 percent of 
them in functional order. The consequence of the cut you just men- 
tioned would be that we would have 72 percent in functional order. 

Mr. Wole. You know, when I look at the picture of the tsunami, 
I have some concerns about it. Let’s see what the other Members 
feel. 
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Isn’t there a million-dollar savings somewhere else in the budg- 
et? 

I mean, the staff was saying, for instance, I understand that 
NOAA sponsors a whale Wednesday at Waikiki Aquarium in Ha- 
waii. 

How much does that cost to have whale Wednesday? 

Ms. Lubchenco. I do not know that answer. 

Mr. Wolf. But is it important that we want to have whale 
Wednesday or whale Thursday? Isn’t it more important to look at 
programs like that and mayhe put it into the tsunami issue rather 
than — mayhe that is a program that is very meritorious. But when 
you look at a whale Wednesday compared to this, I would not want 
it on my conscience. 

And my sense is mayhe NOAA has said, well, you know, I know 
Wolf in there, they are going to be a patsy for this. They will plus 
this up. We will go somewhere else and then they will put it back 
in. I hope that is not 

Ms. Lubchenco. I do not play those games, Mr. Chairman. 

Mr. Wolf. There is not a lie detector test testing you, but I 
worry a little bit about that. 

One question from Mr. Serrano. Then I will go to Mr. Fattah and 
then Mr. Bonner. 

He raised the question at an earlier hearing this morning with 
the Secretary that NOAA has tsunami warning centers in Hawaii 
and Alaska. He asked, do you not need another one in the Carib- 
bean? 

And could you comment on that? 

Ms. Lubchenco. Certainly. The tsunami warning centers in 
Alaska and Hawaii both receive signals from an earthquake imme- 
diately and generate tsunami warnings for every place that affects 
U.S. shores. They do so for the Caribbean. They do so for the Pa- 
cific. They do so for the Atlantic. 

And this is all done remotely and they have the models for every 
place. So the fact that they are not in the Caribbean has no bearing 
on their ability to forecast where there are warnings and get infor- 
mation out to the communities in the Caribbean. 

Mr. Wolf. Is there a time delay at all? 

Ms. Lubchenco. No. It is immediate. They put out a warning 
and it is an immediate warning that goes to wherever the area is. 
And so the fact that they are, you know, in Alaska or in Hawaii 
does not really matter. They can function from any place and 

Mr. Wolf. Okay. I will go to Mr. Dicks. Do you want to? 

Mr. Dicks. Thank you, Mr. Chairman. 

joint polar satellite system 

Dr. Lubchenco, with regard to the Joint Polar Satellite System 
and its associated climate sensors, I understand that two of the cli- 
mate sensors, the Ozone Mapping and Profiler Suite and the Total 
and Spectral Solar Irradiance Sensor will be built. But because of 
budget constraints, it is unclear which satellite will fly these in- 
struments. 

I understand the White House Office of Science and Technology 
Policy is studying this issue together with the Commerce Depart- 
ment and NASA. 
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What is the status of these discussions? 

Ms. Lubchenco. Congressman, we fully appreciate how impor- 
tant those instruments are and we were simply unable to accom- 
modate them in this year’s budget request. 

We are hopeful that there will be some way to do so in the future 
and that is why we are having these discussions. They are ongoing. 

Mr. Dicks. Do you believe an effective solution can be worked 
out? 

Ms. Lubchenco. It is my sincere hope that it can be. 

Mr. Dicks. Well, will additional funding be needed above the 
amount requested for JPSS in the fiscal year 2013 budget, above 
the amount requested in the fiscal year 2013 budget? 

Ms. Lubchenco. No. 

Mr. Dicks. So is this being incrementally funded? Are you going 
to have to have more money next year in 2014? 

Ms. Lubchenco. So we have committed to cap the total lifecycle 
cost of JPSS at $12.9 billion. And we have laid out what we expect 
the funding to be in this year and subsequent years. 

We greatly appreciate last year’s support. Should we receive the 
requested amount this year of $916 million, that will be vitally im- 
portant to keep us on schedule and on path with the goal of mini- 
mizing the duration of the gap in coverage that we believe is still 
likely that resulted from the previous delays in funding. 

Mr. Dicks. How many satellites? 

Ms. Lubchenco. JPSS Program will fund two satellites, JPSSl 
and JPSS2. 

[The information follows:] 

Clahification — JPSS Program 

The JPSS program will also fund two small free flyers that will carry search and 
rescue and advanced data collection instruments. 

Mr. Dicks. And the total cost is $12.9 billion? 

Ms. Lubchenco. Correct. That is the satellites and instruments. 

Mr. Dicks. That is pretty pricey. 

Ms. Lubchenco. It is very pricey. Satellites are expensive and 
that in a nutshell is what is putting a lot of pressure on a lot of 
our programs. And we have tried to make very tough choices. But 
in light of the importance of these satellites to provide weather 
warnings, disaster warnings, we believe that they are vitally im- 
portant. And, again, we have done everything we can to keep the 
cost down. 

Mr. Dicks. What people are concerned about in the field is that 
this is now up from 25.3 percent in 2010 to 36.6 percent of your 
fiscal year 2013 budget request. 

Is this the high-water mark? Is it going to go down now as a per- 
centage of the budget or does it keep going up? 

Ms. Lubchenco. The costs for JPSS will not increase. They are 
going down. But if you look at the entire satellite portfolio, it de- 
pends on what choices are made in subsequent years, you know. 

DEEP space climate OBSERVATORY 

Mr. Dicks. Are these on sensors or on other satellites that you 
are going to build beyond these two? 
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Ms. Lubchenco. So two that are the largest items in our budget 
are the geostationary satellites, GOES-R, and the polar orbiting 
satellites, JPSS. There are other satellites in our budget, the Deep 
Space Climate Observatory (DSCOVR), for example, that is impor- 
tant in alerting us about space weather and other satellites. 

And there are many satellites that are not in there that we think 
would be useful to have but have not been as high a priority. So 
we have tried to be as smart as possible in only requesting those 
that we think absolutely essential. But I 

Mr. Dicks. You mentioned DSCOVR. There is a cut there of $6.9 
million or 23 percent. And the DSCOVR satellite, this is the one 
that is going to provide information on solar wind data for geo- 
magnetic storm warnings. These storms have the potential to 
wreak havoc on power grids, radio, and satellite communications 
and GPS. This satellite is designed to replace a very old existing 
satellite and is scheduled to launch in fiscal year 2014. 

Do you believe that this schedule still holds even with the pro- 
posed cut in the budget? 

Ms. Lubchenco. We believe that the schedule now for DSCOVR 
has a launch date of late 2014 or early 2015 and when it launches 
will be a function of the resources it has essentially. 

[The information follows:] 

Clarification — DISCOVR Launch Date 

The Launch Readiness Date (LRD) for DSCOVR is the third quarter of fiscal year 
2014 . 

And you are absolutely right to flag how critically important it 
is in providing us warning about space weather events that can 
have significant impacts here on earth. 

Mr. Dicks. Okay. Thank you, Mr. Chairman. 

Mr. Wolf. Thank you. 

Mr. Bonner. 

Mr. Bonner. Dr. Lubchenco, welcome back. 

Ms. Lubchenco. Thank you. 

GULF OF MEXICO FISH STOCKS 

Mr. Bonner. The Gulf Coast states comprise the fastest growing 
U.S. coastline by population and account for 27 percent of our Na- 
tion’s ocean economy. 

With only 1.3 percent of the land, the Gulfs coastal communities 
contribute 4.7 percent or $496 billion to our Nation’s GDP. 

The Gulf of Mexico marine fisheries are a powerful economic en- 
gine for the region and Nation, providing 21 percent of the total 
U.S. seafood landings, $735 million in annual dockside first han- 
dler revenue, and 18 percent of total U.S. dockside value. 

As NOAA policy stands today, stock assessments are being set 
and enforced at 500 plus stocks without current assessments; is 
that correct? 

Ms. Lubchenco. No, sir, I do not believe it is. Can you say that 
again? There are 528 federally managed stocks and stock com- 
plexes and we have stock assessments for those that are the most 
economically important. 

Mr. Bonner. Of that 528, how many would be deemed most eco- 
nomically important? 
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Ms. Lubchenco. I do not know that number. 

Mr. Bonner. If we could get that information, that would be 
helpful. 

Ms. Lubchenco. Happy to get that for you. 

[The information follows:] 

Most Important NOAA-Managed Fish Stocks 

Of the 528 stocks that NOAA manages, 230 stocks are deemed the most important 
to commercial and recreational fisheries, Landings of these stocks represent about 
90% of all commercially and recreational landings for federally-managed species and 
as of March 2012, 132 out of these 230 stocks have adequate assessments. 

Mr. Bonner. Because my next question was going to be as a sci- 
entist, does it concern you that 75 percent of the fisheries manage- 
ment decisions are made with at best outdated information and 
often without no data whatsoever? 

Ms. Lubchenco. Congressman, we would love to have sufficient 
data for all of those stocks and that is one of the reasons we are 
requesting an increase in stock assessments for this year’s budget. 

But I think the fact remains that we will still have quite a few 
stocks where we do not have as much data as would be nice. We 
still use all the best information we can and through time are at- 
tempting to whittle away at the backlog of those for which we have 
minimal data. 

Mr. Bonner. As we have discussed previously, you have been in 
Alabama and other areas along the Gulf Coast. And as you know, 
fishermen along the Gulf of Mexico know the red snapper popu- 
lation has rebounded. They see abundant large fish in the water, 
but the recreational fishing season keeps getting shorter and short- 
er. And this situation creates enormous frustration, damages the 
local economy, and undermines confidence in the agency as well as 
the fisheries management in general. 

The modest increase in stock assessment funding in the Presi- 
dent’s fiscal year 2013 request, at least in the opinion of this Mem- 
ber, will not bridge the data gap. 

What is NOAA doing to innovate and/or prioritize its data collec- 
tion and how will this eliminate the shortfall in data, and how long 
will it take to assure that we have full data coverage of our Na- 
tion’s fisheries? 

Ms. Lubchenco. Congressman Bonner, the red snapper fishery 
is obviously a very important one not only to your State but others 
as well. There are two things that are planned to help address 
some of the issues you indicated. 

One is our program that obtains information on what rec- 
reational fishermen are fishing has been significantly revamped 
and is significantly improved. We are in the process of putting that 
into place and I think it has received good feedback from fisher- 
men. I think they think it is on a much better path than it was 
before, so I am pleased that that is happening. 

We also have planned for this summer a benchmark stock assess- 
ment for red snapper which will, I think, give us much more com- 
plete and better information. The signs that we have on red snap- 
per tell us exactly what the fishermen are seeing and that is that 
there are more abundant fish out there and that they are bigger. 
The stock is rebuilding which is really good news. 
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The challenge is that as that is happening we still need to not 
overfish it and so there is a quota each year. And the quota tells 
us or we calculate how many days we think it will take the fisher- 
men to reach that quota. And because there are bigger fish and 
there are more of them, they are catching them faster, there are 
more fishermen, all of that is resulting in a shorter and shorter 
season. 

So it is very challenging as we continue to rebuild this stock. I 
think that it is very encouraging that the stock is healthy, is be- 
coming rebuilt. I can appreciate that it is frustrating from 
everybody’s standpoint to not have more days to fish. 

Mr. Bonner. Or even any flexibility upon which to determine 
what those days are. 

Do you know what the season is this year? 

Ms. Lubchenco. I do not believe it has been set yet. I think we 
anticipate it will likely be on the order of 40 days, but what they 
do is at the beginning of the season determine what they think will 
be and then adjust as the season goes along. 

Mr. Bonner. But it is very frustrating and it is hard for me. 
Maybe I am not talented enough in this job to be able to convince 
someone who has gone out and mortgaged their home for a million 
and a half, two million dollar boat for the privilege of fishing for 
40 days, that they do not get to determine when they are, it could 
be in the middle of a tornado or of hurricane season, gas prices 
might go through the roof which they are, so fuel prices have an 
impact, and to tell them that their Federal Government acknowl- 
edges that the snapper fishery has rebounded, but it is just very 
hard for me to find words to convince them that their government 
is really at their back, not stabbing them in their back in terms 
of trying to make sense out of some of these policy regulations. 

Ms. Lubchenco. Congressman, I think there is a difference be- 
tween the stock being rebuilt and it being rebuilt. I did not say 
that very well. Let me try that again. 

The stock is in the process of rebuilding. It has not completely 
gotten there yet. And so it is important that we not over-fish it and 
go back to the seriously over-fished position that it was in. 

And I think it is challenging for individual anglers to see the big 
picture, but the reality is, you know, all of those fishermen fishing 
on all those fish actually have a significant impact. And I do not 
think anybody would want to have a situation where we had to 
close it down or that it was not becoming more healthy which is 
the situation we are in now. You know, it is challenging, I think 
in part because there are so many fishermen. It is very popular. 

Mr. Bonner. Well, on the charter fleet, there are a lot fewer fish- 
ermen today than there were a few years ago. 

What are the agency’s plans for expanding existing or creating 
new fishery independent surveys that capture abundance trends for 
key species on the Gulf of Mexico throughout that range? 

Ms. Lubchenco. We do have plans to obtain fishery independent 
data and that is part of what this increased request of $4.3 million 
will go toward. 

Mr. Bonner. And you will be willing to share with us any infor- 
mation that you gather? 

Ms. Lubchenco. Of course. 
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Mr. Bonner. What level of annual funding would be needed to 
fully implement an adequate fishery independent survey on the 
Gulf of Mexico? 

Ms. Lubchenco. I do not know that right off the top of my head, 
but I am happy to see if we cannot get that for you. 

Mr. Bonner. It would be interesting to know even with the tight 
budgets that we are operating under. 

[Clerk’s note. — NOAA provided subsequent briefings to Mr. 
Bonner.] 

I have just got a couple more questions, Mr. Chairman. 

How is the agency going to address the current recreational man- 
agement concerns of exceeding catch limits and shrinking seasons 
for some key recreational species that are already in the rebuilding 
plans? 

Ms. Lubchenco. So if I understand your question, I think it is 
the same situation we were just talking about. Red snapper would 
be one of those that are in the process of being rebuilt. And this 
year 

Mr. Bonner. The red snapper, the impact that it has has an im- 
pact on trigger fish and other fish 

Ms. Lubchenco. Correct. 

Mr. Bonner [continuing]. In the Gulf of Mexico. 

Ms. Lubchenco. Right. And so what are you asking? 

Mr. Bonner. Just how the agency intends to address the current 
management concerns exceeding catch limits for other key species 
in the Gulf 

Ms. Lubchenco. Part of what we do when we conduct a bench- 
mark assessment is take a look at what are the other species that 
are out there and how do they interact with one another. That is 
part of the information that goes into determining the particular 
quotas. 

And it is absolutely true that some species are either by-catch 
and other fisheries or are predators or competitors with others. 
And so understanding how those different species relate in the sys- 
tem is vitally important. 

NOAA VESSEL PISCES 

Mr. Bonner. There has been some concern, Mr. Dicks mentioned 
it in a different light from his vantage point in the Northwest, but 
there has been some concern expressed to me regarding the pos- 
sible effort to move the research vessel Pisces from the Gulf of 
Mexico to the Northeast. 

This vessel is currently the lead observation platform for fishery 
independent data research on red snapper in the Gulf of Mexico. 
And any effort to move that vessel to the Northeast would frustrate 
and delay the critical research that is taking place there. 

So I would like to encourage you and also give you an oppor- 
tunity to respond if you have a response that if at all possible that 
NOAA keep this vessel or whatever vessels that you might have at 
your disposal in the Gulf and try to find some alternatives. 

Are there any alternatives or is this plan actually moving for- 
ward? 

Ms. Lubchenco. Congressman, the Pisces survey vessel is cur- 
rently home ported in Pascagoula and it is our plan to keep her 



222 


home ported there. She has heen and will continue to hoth do fish- 
ery survey work in the Gulf as well as along the Atlantic Coast. 

And we have some very significant challenges with our fleet over- 
all and our needing to essentially share resources, share vessels 
across multiple places to meet all of the needs adequately. 

Those vessels are another infrastructure item that is vitally im- 
portant to our ability to do stock assessments but also do mapping 
and other kinds of things. And they are expensive. Our fleet is 
aging and it is putting very real pressure on our budget in addition 
to a lot of other things. 

So you have identified one of the major challenges that we have. 
We believe that the Pisces will be able to do justice to the work 
in the Gulf as well as in the Atlantic. We just have to be smart 
about scheduling. 

Mr. Bonner. Clearly any time the Pisces or any vessel needs to 
be off the coast of Virginia or Pennsylvania where the chair and 
the ranking member are, then that is a good place, but we appre- 
ciate her being home ported in Gulf port. 

REGIONAL FISHERIES MANAGEMENT COUNCILS 

My last question is, I mentioned and obviously the thrust of 
many of the questions that I had deals with the short recreational 
red snapper seasons. Acknowledging the circumstances that we are 
up against, my question is this. Is it too much to ask that our Fed- 
eral Government encourage fishermen as well as the regional fish- 
eries management councils to have more freedom to innovate and 
explore new management strategies and if that is a fair request, 
what specifically can the fishermen and the regional management 
councils expect from NOAA with regard to any new management 
strategies that the agency might be pursuing in the Gulf of Mexico? 

Ms. Lubchenco. Congressman, the Regional Fishery Manage- 
ment Councils on which fishermen sit propose a particular manage- 
ment plan for each of the different major fisheries. So they are the 
ones who actually propose the plan to us and then we approve it 
or send it back for further work. 

So the councils really are the place where innovation does hap- 
pen and we have seen that in many different parts of the country. 
We strongly encourage that innovation. If there are better ideas 
out there about how to manage a fishery, the council is typically 
open to those and we would welcome that. 

I am not sure what kind of innovations folks have in mind. I 
would be happy to hear about them. But, you know, that would be 
great. 

Mr. Bonner. I will try to provide you a list of ideas of sugges- 
tions we have gotten. 

Ms. Lubchenco. And have they gotten to the Council? 

Mr. Bonner. In many instances, they have. And the perception 
that I have gotten back is is that the council said that they could 
only do so much, but they needed more encouragement for flexi- 
bility and thinking outside the box from NOAA. But we will work 
with you on that and we will share some of those ideas that we 
have gotten. 

Ms. Lubchenco. That would be welcome. 

Mr. Bonner. Thank you very much. 
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Thank you, Mr. Chairman. 

Ms. Lubchenco. Mr. Chairman, may I give you a quick update 
on the earthquake? It is my understanding that the earthquake is 
115 miles east of Acapulco. It was at a depth of 11 miles. USGS 
just revised the magnitude from 7.9 to 7.6 and the Mexican presi- 
dent says there is no evidence of any damage as far as anybody 
knows yet. 

Mr. Fattah. Yes. Thank you. 

It is good to see you again. I think we were maybe last together 
at a coastal zone conference in Chicago or one of your other many 
stops. You have been quite active. 

And I want to again for the record thank you for agreeing to 
serve in this capacity as one of the leading scientists in the world 
on ocean science. You bring a great deal of knowledge to your work. 

JOINT POLAR SATELLITE SYSTEM 

I want to focus in on the big ticket item here which is these sat- 
ellites. 

Ms. Lubchenco. Uh-huh. 

Mr. Fattah. So for JPSS, we are shooting at 2017, total cost 
somewhere in the roughly $13 billion number. And I am trying to 
figure out the life of the satellite after launch for our purposes is, 
what is the guesstimate, about how long? 

Ms. Lubchenco. For an operational weather satellite, it is typi- 
cally about seven years. 

Mr. Fattah. Seven years. So I am trying to figure out how we 
are spacing out the cost, whether we could even out the flow of dol- 
lars over your budget over the lifetime of the use of these satellites 
versus front-loading so much of the dollars and whether you looked 
at that. 

Ms. Lubchenco. Uh-huh. The costs are not incurred evenly, but 
it would make a lot of sense and it would certainly be appealing 
from a budgeting standpoint from the agency — I cannot speak for 
Congress — to have it be more uniform from year to year. 

But that would mean front-loading — not front-loading, but essen- 
tially I think it would have to mean setting aside some money be- 
fore you were actually spending it in a particular year. 

Mr. Fattah. Well, it would require as is done in other instances, 
you know, creating some type of credit facility or, for lack of a bet- 
ter term, a satellite leasing authority with a connection to NOAA 
that could lease and acquire the dollars to build, launch, and then 
to budget it out on a regular basis. 

I think almost all of us experience this when we buy a house or 
car, you know, that we even out the flow over a period of time 
versus these very significant hits on your budget. 

I mean, we need these satellites. I appreciate the fact that you 
have made it an extraordinary priority, but it is eating at other 
needed services and raising concerns. 

So I would love to try to engage with some of your team about 
whether or not there is some ability for us to think through — we 
are in March, this is going to take a while for us to get to a final 
resolution — whether there is some way to think about the financing 
on the satellites a little bit differently. 
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And I am sure there is a great deal of expertise at NOAA and 
0MB, and I would be interested in trying to see what could be 
done. 

Ms. Lubchenco. Congressman, we would welcome that. I think 
it would be ideal to have more uniformity in the funding of the sat- 
ellites. And they are important. Everybody appreciates that they 
are. The way we fund them now is challenging. 

Mr. Fattah. All right. Well, let me move on then and I will take 
that to be a yes. 

Ms. Lubchenco. Yes. Happy to have those discussions. 

Mr. Fattah. And I look forward to having an opportunity to fol- 
low-up. 

Now, the settlement in the Gulf is, as I mentioned in my opening 
statement, a very significant accomplishment, but it is just the 
front end. There is still going to be significant and more efforts 
going forward both on the litigation side and other respects. 

And so we want to encourage you as you interact around the 
Gulf issues. I mean, I do not live in the Gulf, but it is a big con- 
cern, and economically, it is vitally important obviously to the 
country. 


NATIONAL WEATHER SERVICE 

But I am interested in the education programs and the fact that 
you have some cuts and also the issue that the chairman raised 
about these IT personnel, the 98 positions. 

You say in your testimony, and we know as a fact, that we have 
had the most severe weather seasons that we have ever experi- 
enced in terms of billion-dollar events. We know that forecasting is 
critical and that knowing where these events are going to take 
place helps with evacuations on the ground, and that there is a 
real cost both in lives saved and in terms of evacuations. 

And you have almost eliminated the mischaracterization of these 
events so that it has saved a lot of money and a lot of lives because 
you can focus efforts in areas where the storms are actually going 
to hit or the tornadoes, but we still lost 500 plus lives last season. 
So I am very interested in how we avoid these cuts. 

And you may not be able to comment on this now, but both in 
substance and in symbolism, it seems to suggest that even though 
we have had all these severe events that somehow the Federal 
Government is retreating versus taking the weather circumstances 
seriously. And I am concerned about the message that is sending 
or suggesting. 

So I know that you have made the proposal and you have to 
stand behind it at this moment, but I share the chairman’s concern 
about these IT cuts. 

Ms. Lubchenco. Congressman, I think the best way to think 
about this proposal is one that makes us more efficient without los- 
ing any functionality. 

Mr. Fattah. Well, we will leave it at that at this point. I have 
concern about what it suggests. And I do not think that we want 
to in light of — if we take just the empirical information, which is 
that we have had the most severe weather events ever in terms of 
billion dollar plus events, and we had the chairman earlier today. 
Chairman Rogers of the full committee, talking about the torna- 
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does and as they have hit Kentucky, the idea that at this par- 
ticular moment we would be removing local people from the, you 
know, an ability to help think about where these events might be 
taking place, I just think the timing is bad. 

Ms. Lubchenco. I hear what you are saying. 

Mr. Fattah. So I just wanted to add that. But thank you very 
much. 


NOAA — VESSELS 

Mr. Wolf. Just bouncing around a little bit, I want to get back 
to some things. But on the fleet, much emphasis continues to focus 
on funding the satellites. And the fact is they are almost beginning 
to be the James Webb Satellite, which you have nothing to do with, 
which is consuming a lot of money in the NASA budget requiring 
cuts to the Mars Program that Mr. Schifif, who is not here is inter- 
ested in and Europa that Mr. Culberson is interested in. And I 
worry that the satellite program could do the same thing. 

What is the current status of the NOAA fleet of ships and vessels 
and what are the recapitalization plans for those? 

I note there are no out-year cost estimates in the budget for up- 
grading or replacing these assets. And why aren’t those out-year 
cost estimates in your budget? Do you intend to update the last 
fleet recapitalization plan that was proposed in 2008? And the wear 
and tear on the ships is incredible. How many ships do you have? 

Ms. Lubchenco. I am trying to remember how many we have 
that are active right now. It has been in flux. The 

Mr. Wolf. Roughly. 

Ms. Lubchenco. So we have 

Mr. Wolf. And active. 

Ms. Lubchenco. It is in that ballpark. 

Mr. Wolf. Okay. 

Ms. Lubchenco. And, you know, a whole series of our ships were 
ones that were hand-me-downs, if you will, from the Navy. And 
many of them are aging. And we were on a schedule to repair 
them. 

The funds that we have have been insufficient to do that and so 
we are actually in the process of considering what the best way to 
move forward with the whole fleet plan is. And we are not through 
with that process. 

This is a list of our ships. And, you know, I think the — 

Mr. Wolf. How many are there? 

Ms. Lubchenco. Two, four, six, eight, 10, 12, 14, 16, 18, 20, but 
they are not all active. One, two, three, four, four that are inactive 
right now. 

So the funding that is in the current budget, Mr. Chairman, will 
support 16 active ships. 

NOAA AIRFLEET — PLANES 

Mr. Wolf. And have you updated the capitalization plan for 
NOAA’s aircraft? 

Ms. Lubchenco. We have 

Mr. Wolf. How many aircraft do you have? 
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Ms. Lubchenco. So we have three P-3s that are hurricane hunt- 
ers. We have a G-IV. We have a couple of Twin Otters. And we 
have a King Air. 

Mr. Wolf. So have you updated a capitalization plan for the air- 
craft? 

Ms. Lubchenco. We are in the process of doing that as well. 
There is a funding request in this year’s budget for aviation oper- 
ations which essentially are for the hurricane hunters to restore 
the number of flight hours to what it was in current — not last year, 
but historic flight hours. 

Mr. Wolf. So their time is down? 

Ms. Lubchenco. The time was down last year. We had insuffi- 
cient funds to have them fly as many hours. And so the request 
this year which is an addition of $2 million is to restore them to 
historic number of hours. 

Mr. Wolf. Do you think anything was missed by not flying? 

Ms. Lubchenco. The hurricane hunters take data on the hurri- 
canes to help us better understand. They are our research plat- 
form. They help us understand and enable us to better predict 
down the road. 

Mr. Wolf. Right. 

Ms. Lubchenco. So there is no immediate consequence. It is just 
loss of information that enables us to get better down the road. 

HURRICANE RESEARCH AND PREDICTION 

Mr. Wolf. Okay. What is the prediction for this year for hurri- 
canes? 

Ms. Lubchenco. Hurricanes? 

Mr. Wolf. Yes. 

Ms. Lubchenco. We typically issue a hurricane outlook in June. 

Mr. Wolf. June? 

Ms. Lubchenco. And that depends on the temperatures in the 
Atlantic, what the El Nino is doing, and a couple of other factors. 

Mr. Wolf. The fact that we have had these early tornadoes and 
the weather the last couple weeks, does that have a bearing that 
if you were an expert looking to say with regard to hurricanes 
when we had similar experiences in an X year that meant for that 
summer and fall? Is there any connection there or is it 

Ms. Lubchenco. I do not think that our level of understanding 
allows us to make those connections if they exist. Tornadoes are a 
very small scale phenomenon. They are very, very localized. Hurri- 
canes occupy much bigger space. 

Mr. Wolf. Right. 

Ms. Lubchenco. And we know from the research that has been 
done what the conditions are that are conducive to hurricanes 
which is why we are able to make an outlook for the season, 
but 

Mr. Wolf. Do you have any indication of this season coming up? 

Ms. Lubchenco. I do not. And I think we wait and see. It is still 
very early on now to know what the — one key factor is what the 
sea surface temperatures are right off the Horn of Africa, in that 
area where a lot of hurricanes are born. 

And knowing what the temperature is now is not really what you 
need to know. You need to know what it is going to be like in the 
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summer. And the same thing with El Nino. It is still too early in 
the season to have a good sense of what the hurricane season is 
likely to hold for us. 

Mr. Wolf. Has NOAA examined the breadth of its data collec- 
tion efforts in the various platforms to determine which existing 
data collection methods will be or are being outperformed by sat- 
ellites or other technological advances? 

Ms. Lubchenco. Mr. Chairman, we have a very active group 
that is looking at all of the platforms we use to gather environ- 
mental data from satellites, from ships, from buoys, from gliders, 
and are asking exactly the question that you posed. 

How can we best utilize the combination of assets that we have 
at the cheapest price and where could we start substituting some 
of the newer technologies that are coming on line? 

So that is a very active discussion and we would be happy to 
brief you on it when we have 

Mr. Wolf. Please. Thank you. 

Ms. Lubchenco [continuing]. Some clarity on where we think we 
are headed. 


SEAFOOD SAFETY 

Mr. Wolf. When Mr. Bonner was asking the fisheries question, 
a thought came. Do you feel comfortable eating seafood from Viet- 
nam personally? 

I mean, when I look at some of the stories of shrimp and seafood 
in Vietnam and shrimp and seafood in China, and I was out on the 
West Coast at a fisheries museum and they had some very power- 
ful comments with regard to shrimp and certain other fisheries 
from places like Vietnam and China. 

Do you have any concerns if you were to be shopping and they 
said imported from Vietnam versus imported from Louisiana or 
Alabama? 

Ms. Lubchenco. Mr. Chairman, I would have a much higher de- 
gree of confidence in seafood either farmed or caught from the 
United States. Because I know what kind of regulations we have. 
And it is both from a seafood safety standpoint as well as whether 
the methods used to do them are environmentally responsible. 

Mr. Wolf. Right. 

Ms. Lubchenco. And I think both of those are important. One 
of the things that we are trying to do at NOAA is to work with 
other countries to level the playing field so that our fishermen are 
not disadvantaged by having to abide by higher standards than is 
true in many other countries. That pertains more to the methods 
that are used to catch fish than it does to things that would be for 
health concern. But I mention it simply because it is an area that 
we have been promoting very heavily. We have been working close- 
ly with the Europeans on this because we are like minded in this 
regard. And many other countries do not have the kind of compli- 
ance and enforcement that we do. And it has historically disadvan- 
taged our fishermen. And we are trying to get to a better place 
where we are leveling the playing field and having others abide by 
the stricter standards that we have. 
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Mr. Wolf. What percentage of the seafood is imported and what 
percentage comes from the United States? Let us say shrimp, for 
instance? Do you know 


Imported Shrimp 

Imported shrimp constitutes over 90 percent of U.S. shrimp consumption, whereas 
the percentage of domestic harvest that is exported is over 10 percent. This means 
that most of the shrimp consumed in the U.S. is imported, and that most of the 
shrimp we produce is consumed in the U.S.] 

Ms. Lubchenco. For shrimp, so I do not know the actual num- 
bers for shrimp. But we can get that. 

Mr. Wolf. Overall then, if you have that? What percentage? 

Ms. Lubchenco. I think on the order of about half the seafood 
that is consumed in the U.S. is imported. I am not sure about that 
number and I will verify that. 

[The information follows:] 
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CURRENT FISHERIES STATISTICS NO. 2011-2 

IMPORTS AND EXPORTS 
OF FISHERY PRODUCTS 
ANNUAL SUMMARY, 2011 

IMPORTS . U.S. imports of edible fishery products in 2011 were valued at $16.6 bifilon, $1.8 billion more 
than in 2010. The quantity of edible Imports was 2,421,076 metric tons, a decrease of 49,114 tons (2.0 percent) 
from the quantity imported in 2010. 

The volume of shrimp imported in 2011 was 575,110 tons, an increase of 16,508 tons, or 3.0 percent, 
from the quantity imported in 2010. Valued at $5.2 billion, shrimp imports accounted for 31 percent of the value 
of total edible imports. Imports of fresh and frozen salmon, including fillets, were 228,847 tons valued at $1.9 
billion in 2011. This quantity represents a 3.2 percent increase over the figure for 2010 while the value 
represents an 8.5 percent increase. Imports of fresh and frozen tuna were 153,896 tons, 61,798 tons less than 
imported in 2010. The value of fresh and frozen tuna imports decreased by 16.8 percent to $729 million. 
Imports of canned tuna were 187,333 tons, a decrease of 13,320 tons from 2010, and the value of canned tuna 
imports increased 9 percent to $720 million. Imports of all fresh and frozen fillets and steaks amounted to 
621,753 tons, an increase of 20,133 tons from 2010. Regular and minced block imports were 62,034 tons, an 
increase of 2,760 tons from 2010. Total edible imports consisted of; 2,013,403 tons of fresh and frozen 
products valued at $14.4 billion; 341,053 tons of canned products valued at $1.8 billion; 41,014 tons of cured 
products valued at $276 million; 2,958 tons of caviar and roe products valued at $33 million; and 22,648 tons of 
other products valued at $115 million. 

Imports of nonedible fishery products were valued at $14,2 billion, $1.6 billion more than in 2010. Total 
value of edible and nonedible fishery imports was $30.8 billion in 201 1 . $3.4 billion more than in 201 0. 

EXPORTS . U.S, exports of edible fishery products of domestic origin in 2011 were 1,435,349 tons 
valued at $5.13 billion, compared with 1,205,551 tons at $4.17 billion exported in 2010. 

Exports of fresh and frozen items were 1,292,684 tons valued at $4.3 billion, an increase of 215,420 
tons and an increase in value of $814 million compared with 2010. Fresh and frozen exports consisted 
principally of 166,026 tons of salmon valued at $616.7 million, 39,060 tons of lobster (Homarus spp.) valued at 
$466.3 million, and 145,984 tons of surimi valued at $344.2 million. Exported canned items totaled 69,293 tons 
valued at $277.7 million. Salmon was the major canned item exported, with 50,606 tons valued at $223,6 
million. Cured items accounted for 2,722 tons of exports valued at $13.9 million. Caviar and roe exports were 
48,442 tons valued at $443,323 million. Other edible products accounted for 22,208 tons valued at $77,5 million. 

Exports of nonedible products were valued at $17,1 billion. Exports of fish meal amounted to 85,837 
tons valued at $102.5 million. The total value of edible and nonedible exports was $22.2 billion, $2.7 billion 
more than in 2010. 

RE-EXPORTS . U.S. exports of edible fishery products of foreign origin were 44,334 tons valued at $303.6 
million, compared to 36,241 tons valued at $245.8 million re-exported in 2010. Fresh and frozen items were 
40,174 tons valued at $271.4 million. This reflects increases of 7,695 tons and $56.8 million compared with 
2010. Shrimp (2,670 tons valued at $27.2 million), salmon (929 tons valued at $4.9 million), crabs (715 tons 
valued at $11.7 million) and tuna (1,922 tons valued at $9.1 million) were the principle fresh and frozen products 
re-exported. Canned items accounted for 2,484 tons valued at 12,7 million. Cured products were 464 tons 
valued at $6.5 million. Caviar and roe re-exports were 543 tons valued at $8,1 million. Other edible products 
were 669 tons valued at $4.9 million. 

Re-exports of nonedible fishery products were valued at $3.5 billion. Fish oils accounted for 2,362 tons 
valued at $7.0 million. The total value of edible and nonedible re-exports was $3.8 billion, $906.6 million more 
than in 2010. 
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NOTES . Unless otherwise noted, the information presented is based on U.S. Census Bureau data for the 
Customs territory of the United States. The territory includes the 50 states. District of Columbia, Puerto Rico, 
and the U.S. Virgin Islands. 

Imports for consumption are a combination of entries into the U.S. for immediate consumption and 
withdrawals from Customs bonded warehouses for consumption. These data reflect the actual entry into U.S. 
consumption channels of commodities that originated outside the United States. 

Exports may include merchandise of both domestic and foreign origin. Census defines exports of "domestic" 
merchandise to include commodities, which are grown, produced, or manufactured in the United States. For 
statistical purposes, domestic exports also include commodities of foreign origin which have been changed in 
the U.S. from the form in which they were imported, or which have been enhanced in value by further 
manufacture in the United States. 

Re-exports of "foreign" products are commodities which have entered the U.S. as Imports and not sold, 
which, at the time of re-export, are in substantially the same condition as when imported. Items imported for 
sale in the U.S. but later resold overseas, however, are recorded as exports of domestic goods rather than as 
re-exports. 

A product of foreign origin is transformed into a domestic good when the imported item loses its foreign 
identity through further substantial manufacture. This transformation generally produces a good with a different 
trade classification. For example, fish sticks cut from imported fish blocks, when exported to a foreign country, 
are classified as domestic for statistical purposes. 

The value of imports presented is the "Customs value." It is based on the value of the product in the country 
of origin as appraised by the U.S. Customs and Border Protection, and excludes import duties, freight, 
insurance, and other charges incurred in bringing it to the United States. Export and re-export value is 
equivalent to f.a.s. (free alongside ship) at the port of export, based on the transaction price, including freight, 
insurance, and other charges incurred in placing the merchandise alongside the carrier. The value excludes the 
cost of loading, freight and subsequent insurance. 


For more detailed information visit the Fishery Statistics Division website at: 

httD://www.st.nmfs.QOv/st1/index.html 
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Mr. Wolf. If you could? And tell us what countries. If a person 
is out purchasing shrimp, and it is coming from Vietnam, how do 
they know it is coming from Vietnam and not Alabama or Lou- 
isiana? 

[The information follows:] 
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Imports 


Foreign Trade 


SHRIMP IMPORTS, BY COUNTRY OF ORIGIN, 2009 AND 2010 


Country 


2009 



2010 



Thousand 

Metric 

Thousand 

Thousand 

Metric 

Thousand 


Dounds 

ions 

dollars 

pounds 

tons 

dollars 

North America: 







Mexico 

90,653 

41,120 

332.343 

51,887 

23,536 

227,754 

Honduras 

19,277 

8,744 

45,701 

22,588 

10,246 

72,120 

Panama 

7,981 

3,620 

24,130 

7,304 

3,313 

30,100 

Nicaragua 

10.582 

4,800 

26,435 

9,687 

4,394 

29,271 

Canada 

6,508 

2,952 

25,494 

6,023 

2,732 

24,387 

Guatemala 

4,145 

1,880 

13,087 

3,840 

1,742 

12,124 

Belize 

1,173 

532 

4,097 

1,329 

603 

4,970 

Ei Salvador 

165 

75 

392 

776 

352 

2,291 

Greenland 

40 

18 

61 

110 

50 

320 

Turks and Caicos Is. 

4 

2 

15 

35 

16 

65 

Other 

0 

0 

1 

4 

2 

2 

Total 

140,528 

63,743 

471,756 

103,585 

46,986 

403,404 

South America: 







Ecuador 

135,506 

61,465 

328,946 

143,092 

64,906 

406.639 

Peru 

18,684 

8,475 

45,968 

15,426 

6,997 

47,564 

Guyana 

19,674 

8,924 

33,074 

17,227 

7,814 

29,913 

Venezuela 

8,360 

3,792 

15,383 

7,906 

3,586 

17,157 

Colombia 

3,483 

1,500 

6,996 

2,851 

1,293 

6,724 

Suriname 

6,420 

2,912 

12,170 

3,142 

1,425 

5,942 

Argentina 

386 

175 

1,648 

467 

212 

2,225 

Chile 

119 

54 

787 

49 

22 

160 

Brazil 

37 

17 

80 

42 

19 

115 

Total 

192,669 

87,394 

445,052 

190,200 

86,274 

516,439 

Europe: 

European Union: 







Denmark 

271 

123 

838 

170 

77 

414 

Spain 

- 

- 

- 

33 

15 

162 

Portugal 

2 

1 

9 

9 

4 

23 

Estonia 


- 


2 

1 

18 

Other 

37 

17 

336 

0 

0 

21 

Total 

311 

141 

1,183 

214 

97 

620 

Other: 







Iceland 

20 

9 

36 


- 

• 

Russian Federation 


- 

- 

7 

3 

19 

Total 

20 

9 

36 

7 

3 

19 

Asia: 







Thailand 

419,919 

190,474 

1,340,017 

444,813 

201.766 

1,506,741 

Viet Nam 

91,700 

41.595 

379,232 

106,121 

48,136 

511,760 

Indonesia 

152,755 

69.289 

492.264 

134,690 

61,095 

492,593 

India 

43.565 

19,761 

165,876 

66,484 

30,157 

309,125 

China 

96.440 

43.745 

233,443 

105,373 

47,797 

272,912 

Malaysia 

40,613 

10,422 

112,159 

53,673 

24,346 

150,432 

Bangladesh 

21,770 

9,075 

91,723 

17,851 

8,097 

91,232 

Phillipines 

2.800 

1,270 

5,717 

3,205 

1,454 

7,425 

United Arab Emirates 

2,125 

964 

4,716 

1,750 

794 

4,703 

Saudi Arabia 

- 

- 

- 

1,005 

456 

4,518 

Other 

3,717 

1,686 

10,281 

3,146 

971 

8,214 

Total 

875,405 

397,081 

2,835,428 

937,107 

425,069 

3,358,655 

Oceania 

51 

23 

318 

179 

81 

1,195 

Africa 

324 

147 

2,711 

203 

92 

1,896 

Grand total 

1,209,307 

548,538 

3,756,484 

1,231.494 

558,602 

4,282,228 


Notei-'Statistics on imports are the weights of the individua} products as received, i.e., raw headless, peeled, etc, 
Source:--U.S. Department of Commerce, U.S. Census Bureau. 
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Ms. Lubchenco. We had legislation that was passed a while ago 
that was called the Country of Origin Labeling that was intended 
to address this problem. I am not an expert in this area, but it is 
my recollection that we ran into some challenges with WTO over 
that. I will get back to you on that. 

[The information follows:] 
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Country of Origin Labeling 


1 . Is all seafood sold in U.S. stores labeled as to origin? 

No. The 2002 Farm Bill amended the Agricultural Marketing Act of 1946 (7 U.S.C. 
1638) hy estahlishing the country of origin labeling (COOL) program. The law defined 
the terms ‘perishable agricultural commodity’ and ‘retailer’ with the meanings given 
these terms in section 1 (b) of the Perishable Agricultural Commodities Act (PACA) of 
1930. The PACA defines ‘retailer’ as any firm that buys more than $230,000 worth of 
fi«sh or frozen finits and vegetables for resale per year. This annual wholesale cost of 
fruits and vegetables defines who is a retailer, regardless of the kind, quantity or value of 
any other items the firm may purchase for resale. Accordingly, only fi-esh and frozen fish 
and shellfish commodities sold by these retail firms (generally, most domestic grocery 
stores and supermarkets) are subject COOL requirements. This definition would exclude 
fish and meat markets that sell directly to consumers when they do not purchase a 
minimum amount of fhiits and vegetables for resale. 

This law is enforced by the USDA's Agricultural Marketing 
Service http://www.ams.usda.eov/AMSvl .O/COOL . 

2. Does it have to be labeled whether it is farmed raised or wild caught? 

Yes. The 2002 Farm Bill explicitly requires that the notice provided to consumers of 
country of origin for wild and farm-raised fish and shellfish commodities shall 
distinguish between wild and farm-raised methods of production for these commodities. 

3. When was seafood labeling mandated? 

Country of Origin Labeling was enacted with the 2002 Farm Bill and amended by the 
2008 Farm Bill. The interim final rule for fish and shellfish labeling went into effect on 
April 4, 2005. 

http://www.ams.usda.gov/AMSvl .0/getfile?dDocName=STELDEV3 1 03356 
The Final rule became effective on March 16, 2009. 

httD://ww'w.ams.usda.gov/AMSvl.0/getfile?dDocName=STELPRDC5074925 . 

4. Does this same label standard apply to seafood sold in restaurants? 

No. The 2002 and 2008 Farm Bill excluded “food service establishments” from COOL 
requirements. The COOL Final Rule named restaurants within the definition of food 
service establishments. Accordingly, restaurants are not bound by this label standard. 

5. Who is responsible for testing seafood sold in stores to see if the labeling is accurate - re: 
country of origin and farm or wild? 
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The USDA's Agricultural Marketing Service enforces the COOL regulation, but there is 
no authority granted to USD A by statute to conduct testing. Assessing compliance with 
the law is performed through observation of point of sale retail labels and document 
reviews to verify the product was actually sourced as labeled. 
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Mr. Wolf. Could you? Now that was a decision that you were 
making, or the Department of Commerce and NOAA was making, 
and you had a push back from the WTO? Or you had a push back 
from Mr. Kirk’s office, the Trade Rep? How was that 

Ms. Lubchenco. So 

Mr. Wolf. I mean, I think the American people should know 
whether they are buying shrimp from a farm in Vietnam where the 
human rights and religious freedom are terrible, and they are 
being raised in filth, versus coming from off the Gulf Coast from 
the great State of Texas, or Louisiana 

Ms. Lubchenco. Mm-hmm. 

Mr. Wolf [continuing]. Or Alabama, or Florida, or Mississippi. 

Mr. Culberson. It is required in beef. 

Mr. Wolf. Yeah. I do not understand, I would urge you, why 
would you not just move ahead? Could I ask you to move ahead? 
Could we ask you, if we carry language? I am trying to get some 
reason why we have stopped. Do you know, were you stopped from 
labeling seafood when you were there or somebody else was there? 

Ms. Lubchenco. I do not know the history of this. But I will find 
out. 

Mr. Wolf. Okay. Well I think, and I hope the committee would 
agree, I think we ought to carry language 

Mr. Culberson. Absolutely. 

Mr. Wolf. The American people, I mean if you are going to buy 
a baseball cap made in Vietnam you can see the label. I think Mr. 
and Mrs. American ought to know what they are putting in their 
children’s meal, whether it came from Vietnam or whether it came 
from someplace like that. So I think we should just carry language 
directing that this be done. And if there is, I think Mr. Fattah 
would probably agree with that, would you not? So all in favor say, 
“Aye.” Aye. Opposed? Motion carried. 

Anyway, I think we will try to do that. Because I do think that 
there are some health and problems and potential problems. And 
I think we should do everything we can, I am sure, and Mr. Bonner 
is not here, to help American domestic industry. So I think we will 
try to carry that. 

Ms. Lubchenco. Mr. Chairman. 

Mr. Wolf. Mr. Austria. Excuse me, did you want to say some- 
thing? 

Ms. Lubchenco. Yes. My staff has corrected me. They say about 
80 percent of the seafood 

Mr. Wolf. Eight or 80? 

Ms. Lubchenco. Eight-zero is imported, and about half of that 
is farmed. 

Mr. Wolf. Eight-zero? 

Ms. Lubchenco. Eight-zero is imported. I would note that NOAA 
does not have responsibility for certifying the safety of seafood from 
a health seafood. That is the 

Mr. Wolf. But does not fisheries come under a separate agency 
than FDA? Is that not 

Ms. Lubchenco. Fisheries, safety of seafood comes under FDA. 

Mr. Wolf. Does it? 

Ms. Lubchenco. Mm-hmm. So NOAA regulates fisheries, but we 
do not certify the safety of seafood. And I k^now that because when 
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we were dealing with the Gulf oil spill we closed areas to fishing 
when there was oil there. But we had to work with FDA to come 
up with the protocols to do the testing to then reopen. 

Mr. Wolf. So what, as we put language in, what can we direct 
you to do in such a way that protects the labeling, the American 
taxpayer, with regard to whether the seafood is coming from Viet- 
nam or coming from 

Ms. Lubchenco. So I think labeling, if you are not saying this 
is safe or unsafe, if you are just saying where it is from, I think 
that is a little more straightforward. I do not know 

Mr. Wolf. Well we will carry that then. 

Ms. Lubchenco. Let us work with you on that. Because I do not 
really know whose authority that is to actually 

Mr. Wolf. We will probably hear from all the lobbyists who will 
be screaming and coming up. 

Ms. Lubchenco. I am sure. 

Mr. Wolf. And I think if I am lobbied on this issue I will put 
the names of the companies and the restaurants and the lobbyists 
in the Congressional Record. So if you are lobbied, I would ask you 
if any big law firm in this town comes and rolls in and says, “I un- 
derstand this guy Wolf and Fattah want to do this.” If you would 
tell us who contacts you? And whoever contacts us, because we are 
going to carry language like this, I will put it in the Congressional 
Record so that we know. And I will stand with the people of Lou- 
isiana and Alabama and Florida versus Saigon and Ho Chi Minh 
City with regard to that. Mr. Austria. 

Mr. Austria. Thank you, Mr. Chairman. Mr. Fattah, did you 
want to comment on that? 

Mr. Fattah. I want to reaffirm that I am holding with the Chair- 
man on this. I think it is a, they are legitimate concerns. And I 
think that, knowing the country of origin is good information. And 
when people have good information they can make good decisions. 

Mr. Austria. Thank you, Mr. Chairman. You can count me in, 
too. I will certainly be wondering where my seafood comes from 
when I eat it this week, and will be asking. But 80 percent? I 
mean, I would agree with you, Mr. Chairman. 

JOINT POLAR SATELLITE SYSTEM 

But let me switch subjects, if I could very quickly. JPSS, getting 
back to JPSS, of the $12.9 billion lifetime for JPSS, and first of all. 
Administrator, thank you for being here. I appreciate you sharing 
your thoughts. Are you able, or can you detail the number of sat- 
ellites and sensors included in that number? For example, sensors 
that are climate sensors and, you know, what determines a dif- 
ferent classification? 

Ms. Lubchenco. The JPSS program is to build two satellites, 
JPSS-1 and JPSS-2. And then to put the instruments on them 
that enable us to get the information we need to make weather 
forecasts or do disaster warnings for severe weather. The $12.9 bil- 
lion for the lifecycle costs, in capping that we were not able to ac- 
commodate all of the instruments, all of the sensors that were 
originally envisioned. And we may need to jettison some of the cli- 
mate sensors that are not included in that because there was not 
enough money. 
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Mr. Austria. How much of that $12.9 billion is required or used 
for the climate sensors? And then the other equipment you are 
talking about, does that all fit on the JPSS satellite? So I can bet- 
ter understand how this is all being put together. 

Ms. Lubchenco. So the funds that we have are for the instru- 
ments that would fit on the satellite and that we would fly. Most 
of those instruments are in direct support of getting information 
that allows us to do the weather forecasts. So over 90 percent of 
the data that go into our numerical weather models come from sat- 
ellites. And these are both, so this program is a polar orbiting sat- 
ellite. And its complement is the GOES-R program, which are geo- 
stationary satellites. So we take data from both the geostationary 
satellites that are sitting in the same place above the Earth con- 
stantly, and we put that together with the data from the polar or- 
biting satellites that go around the Earth as the Earth is turning. 
And that combination allows us to both get down close to the Earth 
as well as see up high, and see, you know, the images that you see 
on the TV screen, on the weather in the evening, for example, or 
morning, those are a GOES-R image. Or the images that you see 
of a hurricane. That is a GOES image. It is from the geostationary 
satellites. So both of those programs together are vitally important 
in enabling us to do the warnings that we do now. 

Mr. Austria. I appreciate that. Let me ask you, because given 
the tight budgets and the need to minimize risk on space programs, 
especially the nation’s weather program, it seems to me that build- 
ing the same spacecraft and sensors for JPSS would be the lowest 
risk approach. Can you describe the difference between NPP and 
JPSS-1, and JPSS-1 and JPSS-2? 

Ms. Lubchenco. Mm-hmm, certainly. 

Mr. Austria. And if there is any new developments on this new 
JPSS-2, and what the difference is? 

Ms. Lubchenco. Congressman, a bit of history here. When the 
program that is now JPSS was originally designed the idea was to 
build multiple satellites, more than two. But because you get, you 
save money if you buy in bulk, essentially. And that program be- 
came too expensive. We had to restructure it. And so we have just 
the two satellites, JPSS-1 and JPSS-2 in the JPSS program. 

In anticipation of the new instruments in this JPSS program, 
NPP was designed to try out and test out some of the new instru- 
ments. New advances in science led to new ideas about how we 
could get better information and do an even better job of weather 
forecasts. And those instruments are now flying on Suomi NPP, 
which was launched last October, and is in space now doing her 
check out of all the instruments. 

So Suomi NPP was designed as an experimental satellite to test 
out these instruments, make sure they are going to work, do any 
midcourse corrections before putting them on a satellite that would 
be an operational satellite with a longer life span. So because of the 
delays in this former program that we had to restructure well be- 
fore my time, the NPP needed to be converted to an operational 
status and that is what it will be doing now. We are going to rely 
on it. It is not just trying out new instruments. We are actually 
going to be using all the data from them to make up for the delays 
that were incurred in the JPSS program. We are now on track. It 
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is really important that we stay on track. We think we have a good 
program that is going to he able to deliver the really important 
weather information that we need. 

Mr. Austria. And one last question. Again, given the very tight 
budget environment that we are faced with today, I mean, it seems 
likely that by using a block buy procurement, using fixed price con- 
tracts, will result in efficiencies and lower costs and risk. Has 
NOAA explored this possibility relative to JPSS? 

Ms. Lubchenco. We have. 

Mr. Austria. And what is your conclusion? Or what have 
you 

Ms. Lubchenco. So that is why we are building two instead of 
one, for example. 

Mr. Austria. Right. 

Ms. Lubchenco. We are using every cost saving mechanism that 
we can to keep those costs down. That was not the way the pro- 
gram was originally structured and we had to restructure it in 
order to make it more efficient. That took, that was something that 
we did a couple of years ago in light of the need to keep the costs 
down. 

Mr. Austria. Sure. And I appreciate your explanation, because 
I think there was concern when you start restructuring from 
JPSS-1 to JPSS-2, why you need to do all that 

Ms. Lubchenco. So we are not restructuring from one to two. 
They will virtually be the same. 

Mr. Austria. They will be the same? 

Ms. Lubchenco. Mm-hmm. 

Mr. Austria. Okay. 

Ms. Lubchenco. Mm-hmm. 

Mr. Austria. All right. 

Ms. Lubchenco. For exactly the reasons you are identifying. 

Mr. Austria. Perfect. I think that is all I have got. Thank you. 
Administrator. 

Ms. Lubchenco. Thank you. 

Mr. Austria. Thank you, Mr. Chairman. 

Mr. Wolf. Mr. Serrano. 

Mr. Serrano. Thank you. I came in late, and I apologize, Mr. 
Chairman. And I want to join my colleagues, if I understand the 
issue correctly, in saying that we need to know where our seafood 
is coming from. Of course, I have another issue which is not part 
of this Committee. And that is people outside of New York who 
claim to be selling New York pizza and New York bagels. You 
know, I know English is a second language to me. But English, 
New York style pizza, okay, I will take that. New York style bagels. 
But New York bagels? Come on, I mean, I would never say, you 
know, in New York we say Maryland crabs, because we know. 
Right? I mean, we know that. Carolina BBQ, we know. We do not 
say Bronx BBQ, you know? It does not — anyway. 

I had only one question. You know, if people had laughed this 
much at me 50 years, 40 years ago I would have kept up that stand 
up career I tried. I really did, but I was terrible. I kept speaking 
in Spanish in other places, and it was terrible. I did have a ques- 
tion and I understand you brought up the subject, so with your per- 
mission if I can just revive the subject momentarily and that is the 
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subject, and welcome, thank you. You know, you have an agency 
that is one of those agencies I have always said that everybody 
loves because it does not hurt anyone. It just does good stuff, you 
know? I mean, some would like to hurt you but they do not mean 
that, it is just budget cuts. You know? But you do great work. And 
it is just wonderful for the country. 

TSUNAMI PROGRAM 

But this whole issue of a tsunami warning center in the Carib- 
bean. Interesting enough, Mr. Chairman, I said at the last hearing 
this morning that it was not just for the Caribbean, for the help 
we could give other parts of the area. Well between that hearing 
and this hearing Mexico had a serious quake which speaks to this 
subject. 

So the argument has been for years, and there is legislation put 
in by Mr. Pierluisi and myself, and Ms. Christensen from the Vir- 
gin Islands, saying simply that yes, we have a warning center in 
Alaska, and we have a warning center in Hawaii. And we under- 
stand that modern technology can reach far. But a lot of these 
things, even with modern technology happening on the spur of the 
moment, and you wonder just how well these things can be read. 
There are folks in Japan and other places that will tell you that 
they thought they were protected and yet this happened the way 
it did, and in such a devastating fashion. 

So we will continue to make the argument that there should be 
a tsunami warning center in the Caribbean, not only for our terri- 
tories there and for the coast of the United States but for our 
neighbors in the area, the Dominican Republic and so on, that we 
can be helpful to. What can you tell us? And I know, please try not 
to tell me we do not have the money. That is, you know, because 
the way I have my question written is the way that I always like 
to try this. Can you work with me to make this happen? You know, 
can you work with the committee to make it happen? And it is not 
always that you get myself and the chairman agreeing and the 
chairman has gone on the record as saying that this is something 
that should be looked at seriously. I will stop there. I did not hear 
you say you wanted it to happen. But I will take the looking at it 
very seriously as a very positive sign. 

Ms. Lubchenco. Congressman, thank you for recognizing a lot of 
the really good work that we do. We appreciate that. And thank 
you for your support over the years. 

I think you did mention the earthquake in Mexico. NOAA did not 
issue a tsunami warning following the earthquake, so that is new 
information. And it is typical of what is done at both of the tsu- 
nami warning centers in Alaska and in Hawaii. And that is too, I 
visited one of these recently and I actually saw this play out in real 
time. When an earthquake happens they get notified, there is an 
international seismic network that is activated and they imme- 
diately know where it is and get instantaneous information on the 
depth and the strength. And based on that they run models. And 
they can run models that have to do with the Caribbean, the Atlan- 
tic, any place in the Pacific. Their focus is on areas that would, 
where U.S. citizens are present, U.S. shorelines. And they imme- 
diately issue a warning if it is warranted. And project when the 
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tsunami will arrive, how fast it will, you know, how fast it will 
travel, when it will arrive. And then they update it as new infor- 
mation continues to come in. For example, as the tsunami goes 
across the huoys in the ocean that detect it, and that gives it, then 
they can update the models. 

So those models can he issued from any place. And if there are 
tsunamis that, if there are earthquakes or slumps or something 
else that would trigger a tsunami for the Caribbean that warning 
can be issued from those other centers. And in fact that is what 
they are prepared to do. So their ability to function does not really 
depend on where they are. I understand the desirability of having 
a tsunami warning center in the Caribbean from the standpoint of 
some, certainly from reassurance, to know that somebody is there, 
paying attention. But in fact that is happening already. They are 
paying attention. They are active. They have an ability to warn 
people. 

What is particularly important, and we have spent a lot of time 
and energy doing, is making sure that not only our, that commu- 
nities know what to do when in fact they receive a tsunami warn- 
ing. And we have been working with communities throughout the 
Caribbean to help, have them become tsunami ready. And that is 
very, very important. And that is underway, and we will continue 
to do that through the TsunamiReady program. 

Mr. Serrano. Okay, I will not use the phrase “what was the po- 
litical reason for it?” Because we were not around then. But what 
was the scientific reason for Hawaii and Alaska and not for the 
Caribbean, which is very far away? Notwithstanding what sci- 
entists tell you. I mean, people who live in the Caribbean and see 
what happened in Chile, happens in Mexico every so often, hap- 
pens in the Dominican Republic, and Puerto Rico with earthquakes 
and all kinds of reactions from the land are not easily sold on the 
fact that scientists in Alaska can tell you what is going to happen 
in Venezuela. Or that scientists in Hawaii. You know, those were 
our last two states so you wonder if the state of Puerto Rico will 
get a tsunami warning center. But that is another subject alto- 
gether, as you know. 

So how do we make people feel comfortable? They are not com- 
fortable. And people who are there who are professionals are not 
comfortable that they can get the information in time to do some- 
thing. Now if I am not comfortable, I am not an expert. But when 
experts are not comfortable, then we have an issue. And they are 
not comfortable. 

Ms. Lubchenco. Congressman, I have no idea what the history 
was as to what, you know, where they were placed. But I can tell 
you that those scientists have, what they do is they run models of 
an ocean basin. And it is just as easy to run a model of the Carib- 
bean basin as it is to run a model of the Pacific basin, or the Atlan- 
tic. 

Mr. Serrano. I understand that. And I am not going to give you 
a hard time. Obviously you have your words set as to what should 
happen. But one could argue that the one in Hawaii could have 
told Alaska what was going to happen, or the one in Alaska was 
going to tell Hawaii what is going to happen, makes more sense 
than either of them can tell Mexico or Puerto Rico or the Virgin 
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Islands where, and you say we pay attention to where American 
citizens live, Puerto Rico and the Virgin Islands, and the American 
coastline. Well, Louisiana, Florida, Texas, so and so. 

So I do not know why people would think that you need two in 
that part of the world and none in this part of the world, or this 
close to the nation. But we will not give up on discussing that and 
we hope to get a better answer in the future. Thank you, Mr. 
Chairman. 

Mr. Wolf. Also Florida was very impacted. We had asked about 
Florida, they were very susceptible according to the experts that 
spoke to us. So. Mr. Culberson? 

GULF OF MEXICO FISHERY RESTORATION 

Mr. Culberson. Oh, thank you. Thank you, Mr. Chairman. I just 
had a couple of questions for Dr. Lubchenco. Thank you for your 
service and for being here with us today. The money that the fed- 
eral government worked out in the settlement with BP in the Gulf 
of Mexico, the billion dollar settlement that was put into a trust 
fund for economic and ecological recovery, what portion of that 
flows through NOAA for your projects? 

Ms. Lubchenco. Congressman 

Mr. Culberson. Restoration, or 

Ms. Lubchenco [continuing]. The $1 billion for early restoration, 
the use of those funds is decided upon by the Natural Resource 
Damage Trustee Council. That includes representatives from each 
state, including Texas, and two federal agencies, NOAA and the 
Department of the Interior. And that Trustee Council agreed upon 
a formula for allocating that $1 billion and are proceeding with 
making decisions about early restoration efforts. Some of that 
money has already been allocated and some of it is under delibera- 
tion right now with I think decisions expected in the next couple 
of months. 

Mr. Culberson. So you, NOAA is a part of that decision making 
process? 

Ms. Lubchenco. NOAA is one of the trustees on the Trustee 
Council, that is correct. 

Mr. Culberson. Right. So most of it has not yet been distrib- 
uted? 

Ms. Lubchenco. Most of it has not been allocated. The agencies 
do not have that fund, that money, they just make decisions about 
which projects it will be used for. 

Mr. Culberson. Is that something they notify us about, of how 
that money is used? Do you all notify the 

Ms. Lubchenco. So it is a matter 

Mr. Culberson [continuing]. Subcommittees with jurisdiction on 
Appropriations? 

Ms. Lubchenco [continuing]. Of public record. So the Natural 
Resource Damage Assessment Trustee Council is a mechanism that 
was set up in the Oil Pollution Act of 1990 in the aftermath of the 
Exxon Valdez oil spill. And so its operation is determined under 
that authorization. And the decisions that they make are certainly 
public and I am happy to give you a report on what money has 
been allocated, what it went for. Some of it was allocated for 
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projects in each state and other funds were allocated for projects 
that would benefit all states together. So it was a formula. 

Mr. Culberson. Sure. Well I know the committee would he very 
interested. I am confident that the chairman and the ranking mem- 
ber, all of us would be interested to know how the money is going 
to be used. How much of it has already been allocated or obligated? 

Ms. Lubchenco. I do not recall the exact amount. Of the $1 bil- 
lion it is tens of millions, but not a lot. 

Mr. Culberson. Okay. 

Ms. Lubchenco. But I can, I can 

Mr. Culberson. A fraction of the 

Ms. Lubchenco. A fraction. 

Mr. Culberson [continuing]. Billion. 

Ms. Lubchenco. But I want to make sure that one thing is un- 
derstood, and that is that these funds are only for natural re- 
sources that were damaged or the public’s access to those natural 
resources. 

Mr. Culberson. Okay. 

Ms. Lubchenco. So this process is completely separate from in- 
dividual claims 

Mr. Culberson. Yes, I understand. 

Ms. Lubchenco [continuing]. Or any of the settlement discussion 
that is underway. 

Mr. Culberson. I, as a native Houstonian spent all of my life 
down at the beach on and off in Galveston, and up and down the 
whole Gulf Coast. 

Ms. Lubchenco. Mm-hmm. 

Mr. Culberson. And know lots of folks, talk to lots of people, up 
and down the entire Gulf of Mexico coastline. And we cannot find 
any fisheries that were damaged, we cannot find a dead shrimp, a 
dead fish. We have not found any real. Mother Nature absorbed it 
pretty beautifully between the dispersants, the, it was obviously a 
catastrophe of epic proportions and a horrible human error. I think 
people got ahead of themselves. They cut corners. This kind of stuff 
just does not happen unless they cut corners. I worked in the oil 
field in the summers in college and whenever you cut corners you 
get in trouble, and I think that is what happened here. 

But is it not, my impression is accurate, largely Mother Nature 
pretty well absorbed it. I do not know that there has been much 
damage. I have not found a fisherman yet that has been able to 
identify any damaged fisheries. 

Ms. Lubchenco. So I think Texas was relatively 

Mr. Culberson. Well for Louisiana or Florida, too. 

Ms. Lubchenco [continuing]. Unscathed. There was a lot more 
oil that came ashore, for example in Louisiana. 

Mr. Culberson. Right. No question the marshes, those fresh- 
water marshes where a lot of shrimp hatch. No question. There is 
some damage there. 

Ms. Lubchenco. There also were significant mortalities of sea 
turtles, of dolphins, of other wildlife birds. What is harder to quan- 
tify is the impact that even small droplets of oil could have on 
small fishes, for example. Of especially the young, developing fish. 
We know from work done both in the aftermath of the Exxon 
Valdez spill and the Cosco Busan spill in San Francisco 
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Mr. Culberson. Right. But I think it is undetectable. I thought 
we had a witness here last year, Mr. Chairman, or in one of our 
hearings, I know I have asked lots of questions, and they have not 
been able to even find any fish that have any detectable levels of 
oil. 

Ms. Lubchenco. So 

Mr. Culberson. That is correct, is it not? 

Ms. Lubchenco. So we tested — that was NOAA who was testing 
extensively with the states and with FDA. 

Mr. Culberson. Right. 

Ms. Lubchenco. And we did not reopen fisheries unless they 
were completely free of the oil compounds. 

Mr. Culberson. Right. They reopened very rapidly, though, and 
I don’t know that they — what I’m driving at is that I’m not sure 
how you’re going to spend a billion dollars. What are you going to 
use it on if there was very little, if any, damage to fisheries and 
the environment basically absorbed it. 

Ms. Lubchenco. So there actually was considerable damage. 

Mr. Culberson. Ma’am? 

Ms. Lubchenco. There was considerable damage. 

Mr. Culberson. Economic damage, of course, to people that 
lost — who’ve lost jobs, obviously, en masse, economic damage, dam- 
age to the marshes. What I’m trying to figure out, this is for — it’s 
for economic and ecological recovery. What ecological recovery? 

Ms. Lubchenco. There was significant damage that was done. 
We don’t know the exact amount because that’s what the trial 
would be about. And part of the trial involves the government 
and — ^both the federal government and the states providing evi- 
dence about the damage that was done. We don’t know what that 
totals to because most of that has been done out of the limelight, 
if you will 

Mr. Culberson. Sure. 

Ms. Lubchenco [continuing]. And is being prepared for trial. So 
I think it’s premature to say that there was no damage because we 
actually had 

Mr. Culberson. Not no damage, very little damage. 

Ms. Lubchenco. Well, I 

Mr. Culberson. We agreed it was very little damage. 

Ms. Lubchenco. Well, I would disagree with that strongly. I 
think there was probably considerable damage. 

Mr. Culberson. The fisheries. We’ll say the fisheries offshore. 

Ms. Lubchenco. It’s hard to know to the fisheries. 

Mr. Culberson. I’m going to a particular place with this. 

Ms. Lubchenco. Okay. So it’s hard to know for the fisheries how 
much damage was done. 

Mr. Culberson. It’s not evident. 

Ms. Lubchenco. When you, let’s say, so we do know that oil is 
very damaging to very young fishes. Let’s just say for the sake of 
argument that all of the baby fishes in the area where there was 
oil in the Gulf were affected. We wouldn’t be seeing them now. You 
would only notice their absence in two or three years 

Mr. Culberson. Exactly. There would be a die off. But I mean 
in terms of 
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Ms. Lubchenco [continuing]. When we don’t — they’re not out 
there. So that’s the kind of evidence that the scientists 

Mr. Culberson. Mm-hm. 

Ms. Lubchenco [continuing]. That are working on this case are 
in the process of gathering. And you don’t know long-term effects 
for a long time. 

Mr. Culberson. Sure. What I’m also driving at is I see that the 
fiscal year 2013 budget request includes $880 million for NOAA to 
keep America’s fishing industry on a sustainable and profitable 
path. Surely some of this billion dollars that was received as a re- 
sult of a settlement with BP will be used for fisheries in the Gulf. 

Ms. Lubchenco. The BP money is completely independent of 
what we do to regulate fisheries or to know how many fish are out 
there. 

Mr. Culberson. There’s no overlap between the use of the billion 
dollars and some of the existing functions of NOAA regarding fish- 
eries? No overlap? 

Ms. Lubchenco. The billion dollars 

Mr. Culberson. Because I know the 

Ms. Lubchenco [continuing]. For early restoration goes to 
projects that may be habitat restoration, they may be fisheries re- 
lated. It’s whatever the trustee council decides they will be. 

Mr. Culberson. Of course. I understand that. 

Ms. Lubchenco. But they don’t go in support of our normal day- 
to-day business of managing fisheries. 

Mr. Culberson. I understand. But you got a windfall of a billion 
dollars that was obviously justified. There was terrible damage to 
the Gulf. If there’s overlap between them, it’s important I think for 
the chairman and the ranking member for us to know and the com- 
mittee if there’s overlap, if you’ve got access to a tremendous wind- 
fall that can help I mean, because we’ve got, as you know, a ter- 
rible budget problem this year and, if there’s overlap that you can 
use some of that billion dollars for in trying to give the chairman 
and the committee some extra maneuvering room. That’s where I’m 
going with it. 

Ms. Lubchenco. We can’t use that money for anything. 

Mr. Culberson. I don’t think they need it all. My impression is 
I’m a Gulf Coast guy. You don’t need a billion dollars. Maybe for 
economic recovery, for people, tourism, damage to tourism or dam- 
age to people that lost their jobs, of course, compensation there. 
That’s valid. I honestly can’t find anybody — nobody has been able 
to find any damage to the fisheries except maybe the — and the 
marshes, of course. There is some damage to the marshes. The Gulf 
absorbed it, the incredible resilience of Mother Nature. 

Ms. Lubchenco. We were fortunate that the oil did disappear 
faster than we thought it would. 

Mr. Culberson, fcght. 

Ms. Lubchenco. That does not mean it had negligible impact. 

Mr. Culberson. I didn’t say that. 

Ms. Lubchenco. And I think that the impact was actually quite 
substantial. But the fact remains that that’s a completely separate 
pot of money. BP made a downpayment on what it will need to pay 
at some point for the damages that the spill caused. And that’s 
completely separate from our budget. 
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Mr. Culberson. I just want to bring it to the committee’s atten- 
tion. It’s something that we should be aware of that’s sort of in my 
mind like punitive damages that they’re paying. Well deserved, be- 
cause I think they were pushing the driller. I think they were 
pushing the concrete guys. There were people cutting corners out 
there that should not have. That, really, it just doesn’t happen in 
the industry. 

Thank you very much for your service and I appreciate the chair- 
man allowing me a little extra time. I think this is worth keeping 
an eye on because it’s a pretty good windfall that I think will over- 
lap some of your functions and maybe you might not need all that 
$880 million if you’re going to get a pretty good windfall out of that 
billion. 

Mr. Wolf. We did have a question on that, Louisiana, Mis- 
sissippi, Texas. The Department of Interior and NOAA are each re- 
ceiving $250 million. Has NOAA received any of the funding yet? 

Ms. Lubchenco. Mr. Chairman, we don’t receive that money. It 
is under — it is money that 

Mr. Wolf. But you’ll get it in a trust fund? 

Ms. Lubchenco [continuing]. Will be used. 

Mr. Wolf. Do you get it, I mean, does BP get it? Do you get it 
to wherever or do you 

Ms. Lubchenco. It’s put in a fund. 

Mr. Wolf. So it is in a fund. 

Ms. Lubchenco. The BP Council can use it for projects that they 
decide are to restore the damage that was done. And it’s not money 
that ever goes to NOAA. It’s not used for the normal fishery oper- 
ation or other things that we would normally do. It in no way over- 
laps with our functions. 

Mr. Wolf. Does the money go directly to the States then? Do 
they get it, Alabama, Louisiana? Do they get money directly? 

Ms. Lubchenco. They did not get money directly. That formula 
that you’re referring to was an agreement within the trustee coun- 
cil — 

Mr. Wolf. Right. 

Ms. Lubchenco [continuing]. As to who would have what say 
about the total billion dollars. 

Mr. Wolf. Okay. 

Ms. Lubchenco. And so 

Mr. Wolf. So the trustee 

Ms. Lubchenco. The trustee council make decisions about all of 
them. 

Mr. Wolf. Do they have a time factor involved? By a certain 
time? 

Ms. Lubchenco. There’s no limit, but I think there’s great ur- 
gency in getting on with the restoration to make up for the damage 
that was done. And it’s not just the damage to the resources, it’s 
the public’s loss to the access of those resources that’s also taken 
into consideration. Clearly, there’s a lot of interest in the natural 
resource damage assessment (NRDA) process. We’d be happy to 
provide the committee with a briefing on that, if that would be 
helpful. 
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EDUCATION PROGRAMS 

Mr. Wolf. Okay. That may be a good idea. And I have another 
question. I want to get to the JPSS. But on the oceans issue, there 
is $25 million provided in fiscal year 2012 for education programs. 
Do you intend to open up the grants competition again or will you 
only fund projects that are applied for funding in fiscal year 2011? 
And why when you — we were told that there were some groups 
that were coming in to apply competitively and they were told they 
would not be able to apply because you were going to just go with 
the 2011 competition. So I guess the question is why not run an- 
other competition for entities to apply for the fiscal year 2012? 

Ms. Lubchenco. I’m confused, Mr. Chairman. 

Mr. Wolf. This is the education program. 

Ms. Lubchenco. This is the education program for 2012. 

Mr. Wolf. Right. 

Ms. Lubchenco. I don’t know the answer to that but I’m happy 
to get back to you on that. 

Mr. Wolf. So it’s your understanding that you don’t know if 
that’s been foreclosed? I mean, I think 

Ms. Lubchenco. I do not know. 

Mr. Wolf. Is there anybody in the audience there with you that 
knows that? 

Ms. Lubchenco. No. 

Mr. Wolf. You know, I think it already opened for competitive 
bidding. The Congress made a decision with regards to the ear- 
marks and to make it competitive, but I think the earmark process 
would go the same way from the administration and I think it 
ought to be open and competitive for any group to come in and 
compete fairly. And then whatever happens, happens. So if you 
could check on that. 

Ms. Lubchenco. We’ll find out and get back to you on that. 

JOINT POLAR SATELLITE SYSTEM 

Mr. Wolf. Okay. Your revised plan for the JPSS involves drop- 
ping or deferring climate instruments that were — and let me just 
say before I ask you this question. I think you and your people 
have done an excellent job on the early warning system. I saw one 
news report the other day on that one town where no one was 
killed and the devastation was incredible. And they said it was be- 
cause of the early warning system 

Ms. Lubchenco. Mm-hm. 

Mr. Wolf [continuing]. That enabled people to get out. And but 
for your people, there would have been death there. And so I want 
to congratulate you and congratulate your people because I think 
as a result of that lives were saved. And I think the Committee is 
trying to be very sensitive to those things, you know. So, well done. 

Ms. Lubchenco. Thank you, Mr. Chairman. I really appreciate 
that. And our ability to do those early warnings is a result of the 
satellites. That’s why we’ve made them such high priority. And the 
geostationary satellites enable us to do one to two days in advance, 
but it’s the polar orbiting satellites that enable us to do a much 
better job of the two to seven days. And so, if we give them a five 
day heads up for tornadoes, for example, that we did last year for 
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many places, that made all the difference in terms of emergency 
managers and others being ready and being able to get out of 
harm’s way. 

Mr. Wolf. I want to thank you for that. What specific capabili- 
ties since the revised plan for JPSS involved dropping or deferring 
climate instruments that were to measure radiation and ozone? 
What specific capabilities will be dropped under the new budget 
proposal and what are the impacts and the alternatives? Is the ad- 
ministration requesting funding to continue to develop these in- 
struments? But what will the impact be? 

Ms. Lubchenco. So the impact is that we aren’t able to in- 
clude — so we don’t have funds for those sensors for now. 

Mr. Wolf. And what will that mean? 

Ms. Lubchenco. So those sensors measure the radiation of the 
earth and tell us — and give us information about sort of environ- 
mental changes that are happening on earth. We are working with 
other agencies to try to find some way to keep those instruments 
alive, but they are sort of in limbo right now. 

Mr. Wolf. Well, that was the real question. What do you foresee 
is the impact of these data gaps on forecast accuracy and what is 
NOAA doing to minimize the impact? In the Department of De- 
fense, will the satellites fill the gap and what about the Europeans? 
Is there any European country that’s had or doing this? And we co- 
operate, I understand, very well with each other. So is DOD cooper- 
ating and helping to fill the gaps or is any other European country 
for instance, helping? 

Ms. Lubchenco. So we’re shifting from the climate sensors to 
the weather sensors now in your question just to clarify, and the 
other 

Mr. Wolf. Excuse me. But look at it all because it’s all very im- 
portant. 

Ms. Lubchenco. Mm-hm. 

Mr. Wolf. Where there are gaps, are there any agencies that are 
doing the same thing? As you look at GAO will do a study and find 
out that agency A and B are doing the same thing and didn’t even 
know? Are there any — because of the importance of it, and it is im- 
portant, and because of watching and NASA, James Webb has just 
sucked out so much money from the Europa Program that he’s in- 
terested in and with the shift from the Mars Rover, it’s history, it’s 
gone if the Congress doesn’t deal with this issue. Are there any 
things that are — is there an overlap? You like to do your own, but 
the overlap could fill in on all of them. 

Ms. Lubchenco. So we do not have overlap for the JPSS Pro- 
gram. It flies in the afternoon orbit and there is no other — there 
are no other polar-orbiting satellites that fly in that afternoon 
orbit. There is a military satellite. Department of Defense. It’s 
called DMSP. It flies in the early morning orbit, which is not very 
good for weather information. And the weather instruments that 
they have on that satellite are not sufficient quality to give us what 
we need for our weather forecasts. 

The Europeans also have a polar orbiting-satellite and that — we 
currently utilize their data along with our polar-orbiting satellite 
data and together they give us our ability to do those long-term 
weather forecasts and other things. When we have the gap in data 
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that we still expect will happen when Suomi NPP is no longer func- 
tioning and before JPSS-1 is operational 

Mr. Wolf. How long is that? We have to enquire. How long will 
that be? 

Ms. Lubchenco. We — our best guess, and this is a guess, be- 
cause you don’t know. You know, space is a very harsh place and 
you don’t know exactly how long things are going to last. Our best 
guess is that it’s about 22 to 24 months long will be that gap in 
coverage. During that time, we will have only the European sat- 
ellite that flies in the late morning orbit and that means we’ll have 
half the amount of data that we have now. We will utilize it, but 
it means our weather forecasts will be significantly degraded be- 
cause they have half the amount of information. 

Mr. Wolf. And that will be for 24 months. 

Ms. Lubchenco. That’s our best guess. 

Mr. Wolf. What country participates in Europe? Is it a Euro- 
pean or 

Ms. Lubchenco. It’s a European. The agency is called 
EUMETSAT. It’s a European agency that flies this particular sat- 
ellite and we coordinate with them a lot. I think you may recall 
that we were trying to understand last year what the consequences 
of having only the European information, not theirs, plus ours, 
which is what we have now. And so we took the snowmageddon ex- 
ample that we had, that massive snowstorm that I’m sure you re- 
member — 

Mr. Wolf. I do. 

Ms. Lubchenco [continuing]. And said how well would we have 
predicted that storm if we’d had only the European information? 
And the answer was that we would have underestimated the inten- 
sity of the storm and the amount of snowfall by about half and the 
track would have been off about 500 miles. 

Mr. Wolf. Well, that’s pretty significant. 

Ms. Lubchenco. So it would have been — so when I say that our 
weather forecast, especially the longer term ones, would be signifi- 
cantly degraded, that’s what I mean. 

Mr. Wolf. So there will be a degrading for a period of 24 
months. 

Ms. Lubchenco. It could be as long as that. And that under- 
scores the importance of full funding for that satellite this year and 
our doing everything we can to keep this program on track and not 
have any further slips. 

Mr. Wolf. Could the space station play any role in it? 

Ms. Lubchenco. Unfortunately not. 

Mr. Wolf. Okay. All right. Okay. I think you’ve covered this, but 
please give us an update on the Suomi NPP system that was suc- 
cessful, what data are we getting from the satellite and why is it 
important. But I think you indirectly covered that. 

Ms. Lubchenco. I’m happy to report, Mr. Chairman, that the 
Suomi NPP satellite that’s up there now that we launched in Octo- 
ber is checking out well. Her instruments are functioning and we’re 
pleased with her performance. So, so far, so good. 
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HYDROGRAPHIC SURVEY VESSEL REPAIR 

Mr. Wolf. Okay. On the hydrographic survey vessel, you’re re- 
questing an increase of $10.7 million for a total program level of 
about $12 million to initiate a major repair period for the Thomas 
Jefferson, a NOAA hydrographic survey vessel that is currently the 
only NOAA ship conducting hydrographic surveys in the Atlantic 
and Gulf of Mexico. Mr. Culberson must have been involved in the 
naming of it because, if I were naming it, I would have called it 
the George Washington. How long will these repairs take and how 
will NOAA make up for the lack of data collection while the Jeffer- 
son is undergoing repairs? 

Ms. Lubchenco. Mr. Chairman, I don’t know how long the re- 
pair period will take, in part because it’s hard to know what will 
need repairing until we actually go into her. In other words, what 
happens is there is often rust accumulating from the inside and it’s 
not until you actually open it up and see how bad it is to know how 
much you have to fix it. That’s one of the challenges with essen- 
tially fixing aging ships. You’re not quite sure how bad it’s going 
to be until you look at it. 

Mr. Wolf. Where does that operate out of? 

Ms. Lubchenco. The Thomas Jefferson is at Norfolk, Virginia. 

Mr. Wolf. That’s appropriate I think. They say we’re going to 
get a vote pretty soon. Do you have a couple more that you want 
to — they’re all restoration projects. I think we covered that. We cov- 
ered the competition. You’ll get back to us on that, won’t you? 

Ms. Lubchenco. We will. 

Mr. Wolf. Do you have anything in particular? Mr. Serrano, do 
you have any? Go ahead. 

EDUCATION PARTNERSHIP PROGRAM 

Mr. Serrano. Thank you Mr. Chairman. In 2012, Congress allo- 
cated $14.3 million to the Education Partnership Program, but 
NOAA subsequently reduced it to $11.2 million, but later increased 
it to $12.56 million per congressional request. The FY13 budget re- 
quest is for $10 million. 

The Education Partnership Program is vitally important for sup- 
porting students from underserved communities as they study and 
receive advanced degrees. In fact, the program partners in a case 
that I’m familiar with, with the City University of New York. What 
is the possibility that this this program will become a line item in 
future NOAA budgets so as to guarantee robust funding for such 
an invaluable program? There seems to be so much uncertainty 
about its future and we wonder if there’s a way to get it straight- 
ened out. 

Ms. Lubchenco. I know that you appreciate how important 
those programs are and thank you for mentioning them. They are 
very important to us, as well. I think the reality is that we simply 
did not have enough funds this year to fund all of the very impor- 
tant programs that we have and what you see is the consequence. 
It is very challenging and they are undoubtedly really excellent 
programs. 

Mr. Serrano. Well, one would think that some of those decisions 
were not based on the budget, but rather on in-house decisions con- 
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sidering that Congress allocated $14.3 million and then folks at 
NOAA changed that. So, yes, I understand the budget issues. Be- 
lieve me. I’m not one of those members that says “cut, cut, cut.” 
I think you have to invest, as you try to do other things. But it 
seems that some of this was caused not by budget cuts, but by in- 
house decisions by NOAA. So what’s wrong with the program that 
NOAA wouldn’t want to keep it at least at levels that Congress has 
provided? 

Ms. Lubchenco. I think there’s nothing wrong with the program. 
I think there’s a lot of enthusiasm for the program. It’s simply not 
having enough money to fund it at the level that would be desir- 
able. 

Mr. Serrano. Okay. Again, you lost me, but that’s all right. I 
mean, we gave you a certain amount of money, you reduced it on 
your own in-house, so why would you not have enough money when 
you reduced the amount we gave you and you didn’t use it fully as 
is my understanding? That was an in-house decision. That wasn’t 
a congressional decision. 

Ms. Lubchenco. So our 

Mr. Serrano. In fact. Congress had to come back and ask you 
to bring it up again. 

Ms. Lubchenco. So I’m not sure that I — oh. So are we talking 
about FY 12? 

Mr. Serrano. Yes. 

Ms. Lubchenco. Okay. I’m sorry. I was misunderstanding. I 
thought we were talking about ’13. When 

Mr. Serrano. For ’13, we haven’t given you any money yet. 

Ms. Lubchenco. Really? Darn. No, I understand this is very 
early in the decision-making process for ’13. When the decisions 
were made for ’12, we had items that were allocated and then we 
were also given an undistributed additional $90 million that we 
had to take from someplace. So what you see is the result of that. 
There were other programs where Congress did not make the deci- 
sion where the cuts should be taken. They said make these addi- 
tional cuts and tell us. And so that’s what happened. 

Mr. Serrano. Okay. I think in the future, with very tight budg- 
eting, if Congress says spend money on this, there should be a good 
explanation as to why it wasn’t spent on that, especially for those 
of us that advocate for more, as we do. 

Ms. Lubchenco. Uh-huh. 

Mr. Serrano. In other words, it’s pretty embarrassing to those 
of us who advocate for NOAA to find out that those things we 
thought were agreed upon ended up not being agreed upon. 

Ms. Lubchenco. I understand and I hear you. You know, the 
challenges of being told to take an undistributed cut and being told 
you can’t do it here and you can’t do it here make for outcomes that 
might not have been foreseen. 

Mr. Serrano. Okay. Thank you. 

Mr. Wolf. Thank you. 

OKEANOS EXPLORER AND EXPLORATION NAUTILUS 

Mr. Culberson. I forgot to ask about a marvelous program. I un- 
derstand what my good friend Mr. Serrano was asking about. This 
is a terrific both education and ocean exploration program. I under- 
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stand NOAA’s got two ships for exploration, the Okeanos Explorer 
and the EV Nautilus, that are operated under contract by NOAA 
by the Ocean Exploration Trust. 

Those programs have yielded great benefits to education. They 
are programs that Dr. Robert Ballard has worked on for many, 
many years on the Jason Project to encourage kids to — it gives 
them a chance interactively and live to see ocean exploration, in 
addition to all the other work that is being done. I hope you’ll con- 
tinue that program. I wanted to ask about its status and the 2013 
budget. I’m sorry I don’t have the numbers in front of me about 
what happens to it in the 2013 budget, but it’s been very successful 
in the past and I hope you’ll continue it. 

Ms. Lubchenco. They are very exciting programs. They have 
brought a wealth of new knowledge, as well as good education pro- 
grams. I don’t have the numbers in front of me. Oh, wait. Here. So 
I don’t have the numbers in front of me. It’s my recollection that 
it’s level funded, that the request in ’13 is the same as what it was 
in ’12. 

Mr. Culberson. Okay. But you’re going to continue with the pro- 
gram because 

Ms. Lubchenco. For those programs that you mentioned. 

Mr. Culberson. Those two ships. 

Ms. Lubchenco. For those — that’s right. 

Mr. Culberson. Terrific. We’re coming up, I can’t believe it, on 
the 100th anniversary of the loss of the Titanic, and I just thought 
of Dr. Ballard the other day. And, anyway, I appreciate very much 
the work that you do. 

Ms. Lubchenco. Thank you. 

Mr. Culberson. I admire very, very much what NOAA does, you 
know, the subcommittee is very supportive 

Ms. Lubchenco. We appreciate that. 

Mr. Culberson [continuing]. Of the work that you do. Thank 
you so much for your service to the country. 

Ms. Lubchenco. Thank you. 

Mr. Culberson. Thank you, Mr. Chairman. 

AFRICA WEATHER PREDICTION 

Mr. Wolf. I have one last question. I wonder do you forecast, is 
there a form that you put out or NOAA puts out, a monthly fore- 
cast that would be available for people in Africa and other areas 
where there’s been a history of famine before it, to say next year 
we believe in Ethiopia that during this period of time there will be 
so much rainfall? Do you do that? Is that a regular publication? Or 
do you work with a AID or could you or should you do that? 

Ms. Lubchenco. Mr. Chairman, as far as I know, the only — 
what we do is work through the World Meteorological Organiza- 
tion, which is an international organization that does provide some 
weather information for other parts of the world. We do not in the 
U.S. routinely do that for Africa, as far as I know. We do — I will 
look in — I don’t know as much about that program as I would like 
to, so I will find out more and get back to you. We do work with 
USAID on a number of different instances. I don’t know if we do 
that for Africa or not, but I will find out. 

[Clerk’s note follows:] 
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Clerk’s Note: 

National Weather Service 
Climate Prediction Center website 
African Desk 


Introduction 

The African Desk was established at the Climate Prediction Center in 1 994 as part of the US 
contributions to the WMO Voluntary Cooperation Program (VCP). The objective is to help build capacity 
in climate predictions, monitoring, and assessments at African meteorological institutions. The African 
Desk was expanded in 2006 to include weather in support of the WMO Severe Weather Forecasting 
Demonstration Project (SWFDP) for Africa. The African Desk provides access to NCEP weather and 
climate data, and products, and conducts in-house professional development training for African NMHSs. 
The current African Training Desk consists of a Climate Training Desk and a Weather Training Desk, and 
has the capacity to host fours visitors at a time for 4 month periods arriving at staggered intervals of two 
months. The African Desk is fully integrated with CPC International projects including the support to the 
USAID Famine Early Warning System Network (FEWSNET) and the Disaster Risk Reduction Program of 
the Office of Foreign Disaster Assistance (OFDA), and the NOAA-USDA Joint Agricultural Weather 
Facility (JAWF). 

http://www.cDC.nceD.noaa.gov/products/african desk/coc intl/menus/intro.shtml#lntroduction 
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Mr. Wolf. If you would. It would seem like, if there was an early 
warning system, that we knew next year at this time we were 
going to be facing a drought in Somalia or where eventually Amer- 
ica and the West puts a lot of resources into feeding them to let 
them know. We do know that next year, based on what we have 
seen. We raised this one at a time and I don’t know that anything 
was ever done. If you could, maybe we would even carry a lan- 
guage. So we’re not asking to spend more money, but if the sat- 
ellite is going and we know the information, most of the embassies 
will be the South Sudan or Mauritania or here in the United 
States. But just to be able to, if we know something, it would be 
helpful I think to let them know and, also, working with the World 
Food Program. Have you ever worked with the World Food Pro- 
gram? 

Ms. Lubchenco. Yes. 

Mr. Wolf. You do. Well, if you could let us know what is being 
done and, while we’re not looking to spend a lot more money, but 
if there’s some information. There could be a bulletin published 
once a year or twice a year with the projections as to what the fol- 
lowing year looks like, I think it may very well be helpful. 

Ms. Lubchenco. Mr. Chairman, I know that it would not be pos- 
sible for us to do routine weather forecasts on a day-to-day basis. 

Mr. Wolf. No. 

Ms. Lubchenco. What I think you’re talking about is more a 
heads up conditions are likely that you’re going to have a drought 
situation. 

Mr. Wolf. Right. What will the rainy season be like in Juba next 
year? 

Ms. Lubchenco. We may well already do something like that. 
I’m told — thank you, John — that USAID uses our satellite informa- 
tion already, but I’ll find out more and get back to you to give you 
more information. 

Mr. Wolf. Okay. And, also, how it is published. There may be 
something you’re doing, but maybe the Embassy of Ghana or 
Kenya doesn’t know. So some mechanism to make sure that what- 
ever information we have would be published, but not a daily 
weather forecast. 

Ms. Lubchenco. Right. So that would have to be through USAID 
to get to those embassies, for example. 

Mr. Wolf. Sure. 

Ms. Lubchenco. That would probably be the most logical. 

Mr. Wolf. Okay. Again, Mr. Serrano, before I — anything? 

Mr. Serrano. I don’t have anything. Thank you. 

Mr. Wolf. Well, thank you very much for joining us here. 

Ms. Lubchenco. Thank you very much. 



255 


[Clerk’s note. — ^The Committee deadline for responding to these ques- 
tions for the record was April 2012. As of press time (December 2012), NOAA 
and the Department of Commerce have failed to provide the requested re- 
sponses.] 


Questions for the Record— Mr. Wolf 

NATIONAL WEATHER SERVICE 

Question. The fiscal year 2013 request for the National Weather Service is 
$875 million emd includes reductions of $36 million. One of the proposals is to 
eliminate information technology officers fi-om each of the Weather Forecast 
Offices around the country. What are these information technology officers 
responsible for now? 

Answer. 

Question. How many persormel are at each Weather Forecast Office now? 
Answer. 

Question. How many meteorologists are at each office now, and how many 
are on each shift? 

Answer. 

Question. These personnel will be replaced with four mobile teams. If 
something goes wrong with any of the information technology at a given 
Weather Forecast Office, how long will it take to deploy these teams? What 
happens if one of the systems goes down in the midst of severe weather 
and they have to wait for a team to arrive to repair their computers or 
instruments? 

Answer. 

Question. Where will the teams be located and how many will be on each 
team? Where will these teams be drawn from? Will they be NWS personnel 
or will they be contractors? 

Answer. 

Question. What is NOAA’s plan to ensure that the services provided by the 
forecast office will be continued? 

Answer. 


Question. Are these information technology officers responsible for rolling out 
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the Advanced Weather Interactive Processing System upgrades, or AWIPS 
II, at their respective field offices? Will this change complicate or delay 
implementation of AWIPS II? 

Answer. 

Question. Don’t each of the Weather Forecast Offices customize AWIPS for 
the weather variables in their particular location? 

Answer. 


REDUCTIONS TO TSUNAMI PROGRAMS 

Question. The NOAA budget proposes a $4.5 million reduction to terminate 
funding for education and awareness programs to the National Tsunami 
Hazard Mitigation Program. Why is NOAA terminating this program? Isn’t 
education the key to successful mitigation? 

Answer. 

Question. Likewise NOAA is cutting $1 million from operations and mainte- 
nance funds for the Deep-ocean Assessment and Reporting Tsunamis (DART) 
buoys. This reduction will increase the time to repair operational buoys that 
experience failing instruments and broken moorings. Also, the NOAA budget 
states that without the data from broken buoys, warnings may extend to a 
larger area than necessary and for a longer time. Why cut operations and 
maintenance funds from the tsunami buoy program? 

Answer. 

ADVANCED WEATHER INTERACTIVE PROCESSING SYSTEM (AWIPS) TECH 

INFUSION 

Question. The NOAA budget includes a reduction of $3.5 million for AWIPS 
upgrades. This funding reduction will, according to the NOAA budget, slow 
the implementation of new tools emd capabilities aimed at improved decision 
support services. Why slow the development of new forecasting tools? Aren’t 
there other lower priority programs that can be reduced? 

Answer 

Question. What is the status of deploying AWIPS II? Has it gone smoothly? 
Is NOAA meeting its planned deplo 3 rment schedule and if not, why? 

Answer. 
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WEATHER AND CLIMATE SUPERCOMPUTING 

Question. NOAA is cutting $2 million for developing research models for the 
Hurricane Forecast Improvement Project. What impact will this cut have on 
hurricane warnings and forecasts at the National Hurricane Center? 
Answer. 


SATELLITE GROUND READINESS PROJECT 

Question. The NOAA budget includes an increase of $12.4 million to update 
the National Weather Service information technology infrastructure to enable 
it to process and use the data coming from the new satellites. When will 
the data actually be fed to and used by local Weather Forecast Offices? How 
much better will the forecasts be? 

Answer. 


JOINT POLAR SATELLITE SYSTEM 

Question. The President’s budget puts forward yet again another new pro- 
posal on the Joint Polar Satellite System program. When the first contracts 
were awarded for the National Polar Orbiting Environmental Satellite Sys- 
tem a decade ago, the cost was going to be $7 billion and the first satellite was 
to have flown in 2008. While the current baseline cost is $11.9 billion, I un- 
derstand that recent independent cost estimates put increased the price tag 
to as high as $16.1 billion for a reduced set of capabilities and an estimated 
first launch in 2017. In response NOAA has put together a new proposal in 
the fiscal year 2013 budget to lower the life-cycle cost. Please describe the 
new plan, its estimated costs and capabilities? 

Answer. 

Question. It appears that NOAA is giving highest priority to weather instru- 
ments and to holding the launch schedule. Is that accurate? 

Answer. 

Question. NOAA’s revised plan for JPSS involves dropping or deferring 
climate instruments that were to measure radiation and ozone. What specific 
capabilities will be dropped under the new budget proposal, and what are 
the impacts and alternatives? Is the Administration requesting funding to 
continue to develop these instruments? 

Answer. 


Question. Under the new plan, what gaps in weather data does NOAA 
anticipate and when? 
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Answer. 

Question. What does NOAA foresee as the impact of these data gaps on 
forecast accuracy, and what is NOAA doing to minimize the impact? Can 
the Department of Defense weather satellites fill the gap? What about the 
Europeans? 

Answer. 

Question. Please give the Committee an update on when the satellite will be 
completed? When will all of the instruments be delivered to the integrator? 
Answer. 

Question. How long will it take to integrate all of the sensors onto the satellite 
and how long does the cal/val process take? 

Answer 

Question. In what month and year is NOAA estimating how that JPSS 1 will 
launch? 

Answer. 

Question. How long, what month and year does NOAA estimate that NPP 
will continue to provide useful data? 

Answer 

NATIONAL POLAR-ORBITING OPERATIONAL ENVIRONMENTAL SATELLITE 
SYSTEM PREPARATORY PROJECT (NPP) 

Question. The importance of staying on schedule with JPSS is to minimize 
the gap in weather data that will occur when the NPP stops functioning. 
Please give us an update on the National Polar-orbiting Operational Environ- 
mental Satellite System Preparatory Project that was successfully launched 
in October 2011. What data are we getting from this satellite and why is it 
important? Are the instruments performing as expected? 

Answer 

Question. Have NOAA and NASA looked at the JPSS 1 schedule to determine 
if any time savings can be found in order to minimize the gap? 

Answer. 

Question. I understand that NASA is terminating the launch service that 
was supposed to launch the JPSS satellite in the first quarter of 2017. What 
are the potential alternatives and is NOAA concerned that this change may 



result in further delays? 
Answer. 
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GOES-R SATELLITE 

Question. NOAA has euiother important satellite program, the Geostationary 
Satellites or GOES program. These satellites detect atmospheric "triggers" 
for severe weather conditions such as tornadoes, flash floods, hail storms, 
and hurricanes. NOAA is requesting an increase of $186 million, for a total 
request of $802 million, to provide continued engineering development and 
production activities for the GOES-R Series that are necessary to meet a 
launch readiness date of the first quarter of fiscal year 2016. This satellite 
is expected to replace the GOES West satellite that will be at the end of 
its expected life in 2017. Like NPOESS/JPSS, the GOES-R program has 
had enormous cost growth and significant launch delays. Has the GOES-R 
program been structured in order to avoid the same difficulties as experienced 
by NPOESS/JPSS? 

Answer. 

Question. Has this program encountered any technical difficulties that may 
delay its launch in 2016? 

Answer 

Question. What is the current life cycle cost for GOES-R and how does this 
compare with previous life cycle cost estimates? 

Answer 

Question. What do the outyear fimding profiles look like for this program and 
how many additional satellites are in this series? 

Answer 

Question. Do the instruments on GOES R and the next satellites in the series 
represent improvements in forecasting? 

Answer 


OVERALL STATUS OF THE FLEET 

Question. Does NOAA intend to update the last fleet recapitalization plan 
that was proposed in 2008? 

Answer 

Question. Has NOAA updated its capitalization plan for NOAA aircraft? 
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Answer. 

Question. Has NOAA examined the breadth of its data collection efforts and 
various platforms to determine which existing data collection methods will 
be/are being outperformed by satellites or other technological advances? 
Answer. 


NEW NOAA FISHERIES RESEARCH VESSEL 

Question. NOAA is requesting an increase of $1.5 million to complete pre- 
liminary ship delivery and final acceptance including post-shipyard testing, 
performance of initial operations for the NOAA Ship Reuben Lasker. This 
ship will support fishery-independent surveys for NOAA stock assessments 
and protected species status reviews. When will this vessel be working and 
how much new capacity will this provide NOAA? How many more Days at Sea 
will this new vessel provide? Which fisheries will this new vessel support? 
Answer. 


FISHERIES STOCK ASSESSMENTS 

Question. NOAA is requesting an increase of $4.3 million to increase NMPS’s 
capability to perform assessments for more stocks. How many more stock 
assessments will this support and will this increase be divided equally among 
the regions or is it slated for one or two specific fisheries? 

Answer. 

Question. The NOAA budget materials state that this funding will improve 
fishery-independent surveys using existing advanced technologies and the 
development and implementation of improved technologies and platforms. 
Please provide more details on this technology. 

Answer. 


FISHERIES ASSET FORFEITURE FUND 

Question. The Commerce Inspector General issued an update a few weeks ago 
about continued problems with checks and balances in the newly established 
Fisheries Asset Forfeiture Fund. What is NOAA doing to address concerns 
raised by the IG? 

Answer. 
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GULF RESTORATION PROJECTS 

Question. In April 2011, an agreement was reached whereby BP agreed to 
provide $1 billion toward early restoration projects in the Gulf of Mexico to 
address injuries to natural resources caused by the spill. Alabama, Florida, 
Louisiana, Mississippi, and Texas are each receiving $100 million while the 
Department of the Interior and NOAA are each receiving $250 million. Has 
NOAA received any of this funding? How will NOAA use the $250 million that 
it Tvill receive? Information previously provided by NOAA; The Framework 
Agreement announced April 21, 2011among the seven trustees [National 
Oceanic and Atmospheric Administration (NOAA), Department of the Interior 
(DOI), Florida, Alabama, Mississippi, Louisiana, and Texas] in the Deepwater 
Horizon oil spill case and BP, the lead Potentially Responsible Party, set forth 
an aggressive timeline for the identification and implementation of Early 
Restoration projects. Under the agreement, BP committed to make $1 billion 
available to fund appropriate Early Restoration Projects. Of this sum, the 
seven trustees agreed to reserve $100 million to each trustee to implement 
Early Restoration projects focusing on their respective trust resources. An 
additional $300 million (split between NOAA and DOI, each getting $150m) 
is reserved for implementing state-proposed projects selected by NOAA and 
DOI. 

Answer. 


Questions for the Record— Mr. Graves 

NATIONAL ocean POLICY 

Question. The Final Recommendations of the Interagency Ocean Policy Task 
Force, adopted in Executive Order 13547 that established the National Ocean 
Policy, found that Coasted and Marine Spatial Planning in particular will 
require “significant initial investment of both human emd financial resources.” 
In addition, the recently-released Draft National Ocean Policy Implemen- 
tation Plan noted that as the National Ocean Council developed actions to 
include in the draft plan, federal agencies were asked to provide information 
about how “existing resources [can] be repurposed for greater efficiency and 
effectiveness.” 

It has been brought to my attention that hundreds of federal employees 
are working on the ocean zoning component of the National Ocean Policy. As 
a member of the principal-level National Ocean Council, please describe how 
many NOAA resources and personnel have been directed toward activities 
specifically in support of the Nationed Ocean Policy to date, and how many 
resources and personnel are being requested to support such activities in the 
FY 2013 budget request. 
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Answer. 

Question. Furthermore, please describe NOAA’s response to the National 
Ocean Council inquiry about the repurposing of existing resources, and any 
actions the Department (including NOAA) has taken or plans to take in this 
regard. 

Answer. 

Question. Section 6(b) of Executive Order 13547 that established the National 
Ocean Policy in July 2010 requires “each executive department, agency, and 
office that is required to take actions under this order shall prepare and make 
publicly available an annual report including a concise description of actions 
taken by the agency in the previous calendar year to implement the order, 
a description of written comments by persons or organizations regarding 
the agency’s compliance with this order, and the agency’s response to such 
comments.” 

I am not aware of any such annual reports having been prepared. Pur- 
suant to this requirement, has NOAA prepared and made any such annual 
report publicly available? If so, please describe its findings and contents. 
Otherwise, please explain why this has not yet occurred. 

Answer. 

Question. The Department of the Interior has noted that Coastal and Marine 
Spatial Planning, a central tenet of the National Ocean Policy that your 
Department and others have been ordered to implement by Executive Order, 
“has emerged as a new paradigm and planning strategy for coordinating all 
marine and coastal activities and facility constructions within the context of 
a national zoning plan.” The Department added that “it is anticipated that 
the [Coastal and Meirine Spatial] plans will serve as an overlay for decisions 
made under existing regulatory mandates.” 

During this period of continued high unemployment and economic un- 
certainty, what is your level of concern, if any, about implementing a new 
national zoning program that could restrict or outright deny access to ocean, 
coastal, and potentially inland resources that so many of our nation’s existing 
jobs depend on? 

Answer. 


Questions for the Record— Mr. Honda 

NOAA PROGRAMS 

Question. Over the program’s lifetime, the Community-based Restoration 
Program (CRP) has completed more than 2,000 on-the-ground projects to 



263 


restore over 65,000 acres of habitat with more than 1,500 project partners 
and 180,000 community volunteers. These projects have leveraged NOAA 
investments by as much as 4 to 1, and created up to 29 jobs for every 1 million 
dollars spent. Is there a NOAA program that has been providing a better 
rate of return for federal dollars invested? 

Answer. 

Question. There is a backlog of more than 800 shovel-ready coastal habitat 
restoration projects needing more than $3 billion. By pursuing these projects, 
NOAA would help establish precisely the habitat needed for actual recovery 
of fisheries we are working to stabilize through catch limits, while also 
benefiting other species and creating jobs. How is NOAA working to reduce 
this identified project backlog, and grow the CRP to build on its successes? 

Answer. 

Question. The bi-partisan U.S. Commission on Ocean Policy and the Pew 
Oceans Commission supported the formation of regional ocean partnerships, 
and the White House Council on Environmental Quality and NOAA have 
stated that you seek to support their efforts, including their assistance to 
implement the priorities of the National Ocean Policy. Do you believe $4 mil- 
lion is adequate for regional ocean partnerships to help implement national 
priorities? What functions and benefits would be lost if we fund at the $4 
million level? 

Answer. 

Question. Please explain the reasoning behind proposing to eliminate the 
Competitive Education Grants program, beyond saying “that you had to make 
tough choices”? This program represents a small amount of savings in your 
budget, but the cut will have a large impact on these education programs. 

Answer. 

Question. Please explain the reasoning behind proposing to zero out the 
Procurement and Construction account for the National Marine Sanctuary 
program, as well as the impact that chronic underfunding of the Marine Sanc- 
tuary program has had on the STEM education and exploration education 
component of the program’s work. 

Answer. 

Question. What mix of large ships (those that average approximately 200 
feet in length) and small coastal boats(those that average approximately 100 
feet in length) does NOAA need to perform its mission in deep water and in 
coastal areas. It is my understanding that the larger craft are significantly 
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more expensive to purchase, operate and maintain, while the smaller craft, 
with the appropriate upgrades, could do the same work in coastal areas for a 
fraction of the cost. Can you estimate the potential for cost savings that could 
be achieved by expanding the workload of the small boat, coastal fleet? Is the 
coastal, small boat fleet properly equipped to take on additional missions? 
If not, what kind of upgrades might be needed to prepare these craft for the 
increased workload? 

Answer. 
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Opening Statement — Mr. Wole 
Mr. Wolf. The hearing will come to order. 

And there will he other Members coming. Apparently there are 
some meetings. 

And so what I am going to do for your statement is we are going 
to ask you to summarize, but we are going to put it in the Congres- 
sional Record and send a copy to every Member of the House so 
they can take a look at it. 

The committee will come to order. Today the committee will hear 
testimony from a number of distinguished witnesses on what can 
be done to reinvigorate the American economy, in particular our 
manufacturing sector, and how to bring manufacturing jobs back to 
the United States. 

It has become commonplace to hear that America is in decline. 
The fact is, you see that over and over and over. And my sense is 
decline is a condition. Decline is a choice. 

And so there is nothing foreordained that decline must take 
place, but it will if people fail to come together to do what they 
have to do. 

And so I particularly want to just say. Dr. Ferguson, I appreciate 
your book. I have read it and I have quoted from it. And I have 
actually used it for my newsletter. 

I do not know if they gave you copies. We will send you copies 
of my newsletter, but you are all through my newsletter. 

I have five kids and 16 grandkids, and I think this place is dys- 
functional. This Congress is dysfunctional and the Administration 
is dysfunctional. And nobody will work with anybody and all it is 
is criticize, condemn, and complain and attack. 

But I do not think decline is an inevitability. I think it is a condi- 
tion. And hopefully this can be the beginning whereby we can come 
together and do some things so that we can honestly say America’s 
best days are yet ahead and the sun has barely begun to rise on 
our country. 


(265) 
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But where we are today, I think, is very, very troubling, and it 
has become commonplace to hear that America is in decline. We 
have suffered financial crises. We continue to endure high unem- 
ployment and slow growth. 

At the same time, other nations’ economies have been on the 
rise, particularly China. Our trade deficit with China and our in- 
debtedness are serious concerns, as is our loss of manufacturing 
jobs to China and to other countries. 

However, as we will discuss with our first witness, our decline 
is not inevitable. If we focus on strengthening the institutions and 
fundamental ideas that have served us well in the past — education, 
scientific innovation, competition, hard work — I believe we can and 
we will see a resurgence. 

One of the areas where we can achieve such a resurgence is in 
manufacturing. Recent years have seen a dramatic decline in 
American manufacturing employment as companies chose to move 
functions overseas, where labor and production costs were lower. 

Our manufacturing workforce declined by 27 percent between 
2002 and 2010. That trend has recently been reversed with modest 
gains in the last two years, and total manufacturing employment 
currently stands at 11.9 million people. 

Our first witness today is Dr. Niall Ferguson, a distinguished 
historian from Harvard University. Dr. Ferguson has written ex- 
tensively about the rise and fall of civilizations. His latest work en- 
titled Civilization charts the rise of the western civilization and at- 
tributes this rise to certain ideas that we can choose to embody 
once again. 

Following Dr. Ferguson, we will have a panel of three witnesses 
who have specific expertise and experience in manufacturing and 
enhancing America’s competitiveness. 

They are Scott Paul, the Alliance for American Manufacturing; 
Harry Moser of the Reshoring Initiative; and Jim Phillips, chair- 
man and CEO of NanoMech. 

Finally, our third panel will consist of Dr. Subra Suresh, the di- 
rector of the National Science Foundation, and Dr. Patrick Galla- 
gher, the director of the National Institute of Standards and Tech- 
nology. 

These two agencies under the jurisdiction of this subcommittee 
play significant roles in scientific research and development, pro- 
viding assistance to American manufacturing and promoting excel- 
lence in competitiveness and science education, the cornerstone of 
strengthening our competitiveness. 

Dr. Ferguson, we would like to welcome you. We would normally 
go to Mr. Fattah. He is going to be here about 9:30 hopefully to 
catch the end of your statement. 

But with it being the case that he is not here, there is no slight 
intended at all. And, again, we are going to make sure that every- 
one not only on the committee but in the Congress sees your testi- 
mony. 

So with that, your full statement will appear in the record. You 
can proceed as you see fit. But thank you again. 



267 


Testimony of Dr. Niall Ferguson 

Dr. Ferguson. Well, thank you very much, Mr. Chairman and 
Members or Member of the committee. It is a great honor to be in- 
vited to testify here today. 

I should say with all due apologies that I am a professor and an 
historian and so will tend to see these issues from 35,000 feet, but 
I am also in my own small way a businessman. 

I have experience of starting companies on both sides of the At- 
lantic. So part of what I am going to say is based not just on aca- 
demic research but on personal experience. 

As you know, the IMF estimates that in four years’ time, the 
United States will cease to be the largest economy in the world, 
will be overtaken by China on a purchasing power parity adjusted 
basis of gross domestic product. That will be the first time since 
the 1880s that the United States is not the world’s largest econ- 
omy. It is a major change in the balance of economic power that 
we are witnessing. 

As you also know, the United States needs to create some seven 
million jobs just to get back to where it was before the financial 
crisis began, plus another five million to catch up with population 
growth in the intervening period. 

Manufacturing employment used to be about 20 percent of total 
employment in the United States. It is now down to 10 percent. 
And all of this despite massive fiscal and monetary stimulus which 
has roughly doubled the debt to GDP ratio and tripled the size of 
the Federal Reserve’s balance sheet. 

I, frankly, doubt, Mr. Chairman that further fiscal or monetary 
stimulus can solve the kind of problems that I am delineating here 
because they are structural more than cyclical problems and they 
predate the onset of the financial crisis in 2007, 2008. 

What is the nature of this structural crisis? I do not think this 
is well understood. Some blame globalization and it is certainly 
true that foreign competition has made certain manufacturing sec- 
tors’ lives difficult since it got underway in earnest after the 1970s. 

However, only a fraction of manufacturing jobs lost since 2008 
can be attributed to the effects of globalization. It is not that work 
was shipped overseas. It is that businesses simply shed labor. 

Some have blamed the decline of innovation, a subject of great 
relevance to this committee’s work. But, in fact, there is some evi- 
dence that manufacturing jobs have been lost precisely because of 
innovation and, in fact, it is the effect of technological advance that 
is reducing the demand for labor in U.S. manufacturing. 

I want to try and define competitiveness for you in a way that 
is broader than normal. If you define it narrowly in terms of unit 
labor costs or simply in terms of the real exchange rate, the U.S. 
does not actually have a problem. 

It has controlled unit labor costs better than almost any devel- 
oped economy since the 1980s, significantly more successfully than 
even Germany, and we do not see the kind of problems of excessive 
dollar strength that we experienced, say, in the mid 1980s. Actu- 
ally, the dollar is in its real trade weighted exchange rate some- 
what weaker than it was ten years ago. 
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So this is not really the key and we should not expect any mas- 
sive benefit from either cost control in terms of labor or exchange 
rate weakness. 

My colleagues at Harvard, Mike Porter and Jan Rivkin, have 
been involved in a tremendously illuminating study of competitive- 
ness that was just published by Harvard Business School early this 
year. 

They defined competitiveness much more broadly. In fact, they 
have 17 different macroeconomic and microeconomic variables. I do 
not have time to list them all. I do not want to talk for more than 
ten minutes this morning. 

But let me single out a few that strike me as highly relevant to 
our discussion: effective laws, intellectual property rights, and lack 
of corruption, the efficiency of the legal framework, modest legal 
costs, swift adjudication, the complexity of the national tax code, 
the ease of setting up new business, and effective and predictable 
regulations. 

If these are determinants of competitiveness, then I believe the 
United States has a problem, a problem of relatively recent origin, 
and — and this is an important point that you have already raised, 
Mr. Chairman — a solvable problem. This is not foreordained de- 
cline we are talking about here but an institutional problem that 
is eminently solvable. 

Let me briefly summarize the findings of “Prosperity at Risk,” 
the recent Harvard Business School study I just mentioned. 

It is a survey of around 1,700 Harvard Business School alumni, 
all now working as senior executives in U.S. companies mostly. 
And what is explores is their decision making and their assessment 
of the competitiveness of the U.S. economy. 

There were 607 instances of decisions on whether or not to off- 
shore particular operations. In those 607 cases, the U.S. retained 
the activity just 96 times, that is 16 percent, and lost it in the rest, 
84 percent. 

When they were asked to rank the reasons why they felt U.S. 
competitiveness was declining, why they opted for other locations 
over the U.S., the alumni came up with the top six weaknesses of 
the U.S. economy: (1) the effectiveness of the political system; (2) 
the K-12 education system; (3) the complexity of the tax code; (4) 
uncertainty of macroeconomic policy; (5) excess regulation; and (6) 
the inefficiency of the legal framework. 

These are the top six reasons why some of our best qualified ex- 
ecutives choose other locations over the United States. 

Between two-fifths and three-quarters of those surveyed expect 
the United States to deteriorate in these six areas in the foresee- 
able future. I find these very troubling findings indeed. 

If this was just one survey, you could perhaps dismiss it. But 
what I want to try and show you this morning is that all of the 
available empirical research on institutional competitiveness rates 
the United States as a declining economy. 

The World Economic Forum publishes, as you may be aware, an 
annual global competitiveness index. It has not changed its meth- 
odology since 2004. Since that time, the aggregate score for the 
United States has declined by seven percent while scores for econo- 
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mies like China, Hong Kong, and Germany, to name just three, 
have improved. 

China’s score and competitiveness ranks by the WEF has gone 
up by 14 percent in the same time period. 

If I could welcome the ranking member of the committee. You 
have not missed much. 

Mr. Wolf. For Mr. Fattah’s benefit, would you go back and cover 
those six points? 

Dr. Ferguson. Certainly. 

Mr. Fattah, I will just briefly summarize the argument I have 
made so far. 

That we should not look for explanations of declining competi- 
tiveness and loss of manufacturing jobs in terms of narrow issues 
of competitiveness like unit labor costs or the real exchange rate 
nor should we expect salvation to come from continued fiscal and 
monetary stimulus. 

The structural problems that are causing firms to choose foreign 
locations over the United States are essentially institutional. 

And the recent Harvard Business School survey entitled “Pros- 
perity at Risk” just published a couple of months ago surveyed 
1,700 alums of HBS, asked them why they were opting to locate 
operations overseas rather than in the U.S. and asked them in par- 
ticular to rank the lack of competitiveness, the problems of com- 
petitiveness from which they see the United States is suffering. 

The six that they highlight in order of importance were, (1) the 
ineffectiveness of the political system; (2) defects of the K-12 edu- 
cation system; (3) the complexity of the tax code; (4) uncertainty 
about future macroeconomic policy; (5) excessive burdensome regu- 
lation; and (6) the inefficiency of the legal framework. 

And just as you came in, I was saying that we can find compel- 
ling supporting evidence from every single available international 
assessment of institutional efficiency that there is starting with the 
World Economic Forum’s annual global competitiveness survey, a 
very sophisticated survey which has had excellent methodology 
since 2004. 

By its measure, U.S. competitiveness since 2004 has declined by 
seven percent, whereas China’s has risen by 14 percent. 

The World Economic Forum bases its competitiveness index part- 
ly on measures of institutional quality and I single out 15 in my 
written testimony, 15 measures of the efficacy of the rule of law 
broadly defined, ranging from security of property rights to quality 
of governance. 

In 15 out of 15, the World Economic Forum ranks Hong Kong 
significantly ahead of the United States. In fact, the United States 
does not get into the top 20 for 14 out of 15 of these measures of 
institutional health. 

Taiwan outranks the U.S. in nine out of 15 areas and even the 
PRC, the Peoples Republic of China, beats the U.S. in two. And 
that supports a society with a relatively underdeveloped system of 
rule of law. 

The details, I think, are extremely important and impressive and 
they have not received sufficient attention in the media and in 
Congress. 



270 


The Heritage Foundation, of course, the conservative think tank 
has a freedom index. It ranks the U.S. ninth in the world in terms 
of economic freedom, a long way behind Hong Kong and Singapore. 

The International Finance Corporation rates the ease of doing 
business in various countries. In terms of ease of doing business, 
the U.S. now ranks 72nd in the world, in terms of dealing with con- 
struction permits 17th, in terms of registering a property 16th, in 
terms of resolving solvency 15th, in terms of the ease of starting 
a business 13th. 

And I can confirm that it is not easy to start a business in the 
United States. I recently have been trying to do so. 

The World Justice Project has a rule of law index. It has not 
been going for very long, but it is fascinating to find that that 
project ranks the United States 21st out of 66 countries surveyed 
in terms of access to civil justice, 20th for the effectiveness of crimi- 
nal justice, 19th for the protection of fundamental rights, 17th for 
the absence of corruption, 16th for the limiting of government pow- 
ers, 15th for regulatory enforcement, 13th for order and security, 
and 12th for the openness of government. 

But for me the most compelling evidence is actually from the 
World Bank’s world governance assessment. And I have supplied 
charts in my written testimony to illustrate a very, very disturbing 
tendency. 

The world governance survey suggests that since 1996, the U.S. 
has suffered a decline in the quality of its governance in five dif- 
ferent dimensions, accountability, government effectiveness, regu- 
latory quality, rule of law, and control of corruption. 

I compare it with just two examples, Hong Kong and Germany, 
and it has fallen behind both in every one of these measures. 

Let me now relate this to my own work. As an historian, I have 
written most recently in Civilization about the importance of insti- 
tutions in economic development and in terms of geopolitical power. 

The argument that I made in Civilization was that there were 
six institutions and ideas that caused the West, led ultimately by 
the United States, to rise ahead of the rest of the world in a dra- 
matic fashion after around 1500. 

The big story in economic history from 1500 to the 1970s is the 
inexorable rise of the West. And I explain it in terms of six I call 
them killer applications, but I could equally well have said six in- 
stitutions and ideas, (1) competition, which is what I have mostly 
been talking about; (2) the scientific method; (3) the rule of law; (4) 
modern medicine; (5) the consumer society; and (6) the work ethic. 

Up until the late 1970s, the U.S. led the world in all six of these 
areas. Indeed it monopolized many of these institutional advan- 
tages. That is no longer true. 

Beginning with Japan, non-Western societies realized that they 
could download these killer applications and they proceeded to do 
so. The pace of this spread of good institutions stepped up from the 
late 1970s when China began its process of economic reform. 

And the result, I think, is very striking. Not only has the rest 
of the world gotten better institutionally at everything from com- 
petition to the work ethic, but we, and it is an unrelated process, 
have been getting worse at all of these things. 
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There is not, of course, time to go in detail into all six, but one 
obvious example of what is going wrong is the decline in quality 
of American education. And this, of course, is something that great- 
ly concerns the committee, I know. 

The recent OECD PISA study is perhaps the most startling evi- 
dence of the problem. American 15-year-olds now lag behind Chi- 
nese 15-year-olds in terms of mathematical competence by as much 
as Albanian and Tunisian teenagers lag behind their American 
counterparts. The gap is equally large. And that must be a grave 
cause for concern as we look ahead to this 21st century. 

The question is what causes educational decline of this sort? And 
I want to suggest to you that it is partly, if not largely the result 
of the institutional problems that I have been talking about. 

I want to cite here briefly the work of Phillip Howard of Common 
Good who cites the example of the special education law enacted 
in 1975. This was, “structured as an open-ended mandate, and soon 
spun out of control. Today special ed consumes 20 percent of the 
total K-12 budget in America. Programs for gifted children get less 
than half of one percent, and pre-K education gets almost nothing.” 

The Government Accountability Office has found 82 separate pro- 
grams for teacher quality. I do not think one of them is working. 

Howard calls for a legal spring cleaning to clear away the accu- 
mulation of decades of obsolete legislation as well as for mandatory 
sunset provisions in all future laws which have a budgetary im- 
pact. I support that suggestion. 

He also highlights some really glaring examples of regulation run 
amuck. So the number of healthcare reimbursement categories will 
soon increase from 18,000 to 140,000 including, believe it or not, 
21 separate categories for spacecraft accidents, a problem that most 
small businesses in the United States must regularly grapple with. 

There are 140 million words of binding federal statutes and regu- 
lations, and the States and municipalities add about a few billion 
more. 

Howard calls not only for a stripping down or spring cleaning of 
legislation but also for a new approach to regulation that legisla- 
tors need to take. We need to get away from instructional manual 
regulation which tries to cover every conceivable eventuality in- 
cluding the danger that my employees will suffer spacecraft acci- 
dents to something far simpler in which judgment and prudence 
once again play a part. 

Nothing illustrates the problem that we face more clearly to my 
mind than the Wall Street Reform and Consumer Protection Act 
known for short as Dodd-Frank, 2,319 pages of which I have read 
the lot, which requires that regulators create 243 new rules, con- 
duct 67 studies, and issue 22 periodic reports. Incredibly it reduced 
the number of regulatory agencies responsible by the financial sec- 
tor not one bit. In net terms, it actually added one. 

Let me conclude. In my view, Mr. Chairman and Members of the 
committee, all discussions about U.S. competitiveness, whether in 
relation to manufacturing or the service sector, need to focus far 
more than we have so far on the phenomenon of a measurable de- 
generation in the quality of this country’s institutional framework. 

When executives complain about the effectiveness of the political 
system, the defects of high school education, the complexity of the 
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tax code, inconsistency in macroeconomic policy, the burdens of reg- 
ulation, and the inefficiency of the legal framework, they are not 
fantasizing and nor are they trying to pass the buck. 

You might call it, and forgive me if I overstate my case, the prob- 
lem of Soviet America. The United States was victorious in the 
Cold War but imperceptibly certain traits we used to associate with 
the communist enemy have been creeping into American life. 

Over-mighty bureaucracy, excessive regulation, a sham rule of 
law, corruption, these are very dangerous tendencies. And economic 
stagnation is only one of their likely consequences. Others might 
very well include political decadence and geopolitical decline. 

At the very least, to understate the case, we are seeing here the 
emergence of a more European America, but European in the sense 
of Italy, not Germany. 

Let me conclude by saying simply that reform is urgently needed, 
reform in this city, in this institution, to restore the transparency 
and efficiency that used to characterize the American systems of 
legislation, regulation, and justice. 

Thank you very much. 
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Is the U.S. Losing Competitiveness? 

Niall Ferguson, Laurence A. Tisch Professor of History, Harvard University 
Testimony for the Commerce, Justice, Science Appropriations Subcommittee 

/. Symptoms of a Problem 

In just four year’s time, according to the International Monetary Fund, the U.S. economy 
is likely to be overtaken by China’s, if gross domestic product (GDP) is calculated on the 
basis of purchasing power parity. F or first time since the 1880s, the United States will no 
longer have the world’s largest economy. Nor is that the only sign that the U.S. economy 
is suffering relative decline. The U.S. stock market was heavily outperformed by most 
emerging markets over the past ten years. The average annual return for American stocks 
was 0.5% between 2001 and 2011, compared with 1 1.4% for emerging market stocks. 

For ordinary Americans, as well as for international investors, the past decade has been 
deeply disappointing. Between 1999 and 2007 - the year when the financial crisis began 
- median household income fell in real terms. It has fallen further since then. According 
to the National Bureau of Economic Research, the recession caused by the financial crisis 
ended two years ago, but the economy still needs to create an additional 7 million jobs to 
get back to pre-recession levels, plus another 5 million to match the continued growth in 
the labor force. This, despite massive levels of monetary and fiscal stimulus that have, 
respectively, trebled the size of the Fed’s balance sheet and nearly doubled the ration of 
federal debt to GDP. 

To listen to some economists, you might think all the U.S. need do is to run even 
larger deficits for full employment to be restored. Yet only a part of America’s problems 
today can be blamed on the cyclical consequences of the financial crisis. This is at root a 
structural crisis, symptoms of which were already apparent even before the crisis began. 
Indeed, it might be argued that the financial crisis occurred precisely because excessive 
leverage was being used by the household and financial sectors to compensate for the 
economy’s underlying structural problems. However, the precise nature of these 
structural problems is not well understood. 

The obvious culprit for relative decline is globalization, the process of worldwide 
economic integration through market reforms that began in the late 1970s. It is true that 
in U.S. industries exposed to international competition, employment growth has 
essentially stopped in recent years. It is also true that the growth in foreign direct 
investment in the United States has slowed in recent years to rates below those of other 
large advanced economies. The U.S. share of world exports has declined substantially. 
Many economists have concluded that the recent decline in U.S. manufacturing 
employment is mainly a result of increasing global competition. American workers, so 
the argument runs, simply cannot match the “China price” because labor costs are so 
much lower in emerging markets like China’s. 

Yet, according to recent estimates, only a small fraction of jobs lost between 2008 
and 2010 were mass layoffs (50 or more jobs) attributable to relocations outside the 
United States. In practice, “offshoring” jobs generally turns out to save less money than 
companies expect. Despite mounting public disquiet about its effects, globalization has in 
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fact played a relatively modest role in destroying manufacturing jobs and reducing 
median incomes.' 

Another popular explanation for the U.S. economy’s troubles is declining 
irmovation. Recent reports by the Boston Consulting Group and the Information 
Technology and Irmovation Foundation (ITIF) have suggested that, in terms of measures 
of innovation such as spending on research, patents and venture funding, the U.S. ranks 
not number I but, respectively, number 8 and number 6 in the world. In the ITIF rankings 
of forty countries according to how much each improved its innovation capacity from 
1999 to 2009, the U.S. came in “dead last”.' This analysis is hard to square with evidence 
that the principal driver of job losses in U.S. manufacturing has in fact been technological 
innovation." 

2. Defining Competitiveness 

Traditionally, economists have tended to measure competitiveness rather narrowly. 
Defining the concept in terms of internationally comparable unit labor costs or even 
simply in terms of exchange rates, we appear to have nothing to worry about. In fact, 
since 1980 the U.S. has been one of the most successful countries in the Organization for 
Economic Cooperation and Development (OECD) when it comes to controlling unit 
labor costs. Average unit labor costs in the OECD have risen by 47 per cent over the past 
thirty years. In Germany the figure has been 107 per cent. The figure for the United 
States is just 15 per cent."* Similarly, the dollar has been weakening in real trade-weighted 
terms since around 2001, with only a temporary and (by the standards of the mid 1980s) 
modest rally in the worst phase of the global financial crisis, as investors opted for a 
“flight to safety”. Partly for these reasons, U.S. exports have performed relatively well in 
the past decade - they have risen around 59 per cent in real terms - though admittedly not 
well enough to eliminate the large current account deficit. 

Yet these approaches are indeed much too narrow. Competitiveness is about more 
than just the cost of labor or the exchange rate. Michael Porter and Jan Ravkin of Harvard 
Business School have recently published an illuminating study of U.S. competitiveness. 
This is how they define the term: 

The United States is a competitive location to the extent that companies operating 
in the U.S. are able to compete successfully in the global economy while 
supporting high and rising living standards for the average American. ... A 
competitive location produces prosperity for both companies and citizens. Lower 
American wages do not boost U.S. competitiveness. Neither does a cheaper 
dollar. A weakened currency makes imports more expensive and discounts the 
price of American exports - in essence, it constitutes a national pay cut. Some 
steps that reduce firms’ short-term costs, then, actually work against the tme 
competitiveness of the United States. Whether a nation is competitive hinges 
instead on its long-run productivity - that is, the value of goods and services 
produced per unit of human, capital, and natural resources. . . . Increasing 
productivity over the long run should be the central goal of economic policy. This 


Michael E. Porter and Jan W. Rivkin, “The Looming Challenge to U.S. Competitiveness”, 

' Fareed Zakaria, “The Future of Innovation: Can American Keep Pace?”, Time, June 5, 201 1, 
" Adam Davidson, “Making it in America”, Atlantic Monthly (Jan/Feb 2012) 
http;//stats.oecd,org/. 


2 



275 


Ferguson, Testimony for March 28, 2012 


requires a business environment that supports continual innovation in products, 
processes, and management. Boosting productivity over the short run by firing 
workers ... is a reflection not of competitiveness but of weakness.^ 
Competitiveness in this sense is determined by a matrix of seventeen different 
macroeconomic and microeconomic variables: 

1. Macroeconomic policy: soundness of government budgetary, interest rate, and 
monetary policies 

2. Effectiveness of the political system: ability of the government to pass effective 
laws 

3. Protection of physical and intellectual property rights and lack of corruption 

4. Efficiency of legal framework: modest legal costs; swift adjudication 

5. Complexity of the national tax code 

6. K-12 education system: universal access to high-quality education; curricula that 
prepare students for productive work 

7. Logistics infrastructure 

8. Communications infrastructure 

9. High-quality universities 

10. Context for entrepreneurship: availability of capital for high quality ideas; ease of 
setting up new businesses; lack of stigma for failure 

1 1 . Availability of skilled labor 

12. Flexibility in hiring and firing of workers 

13. Innovation infrastructure 

14. Regulation: Effective and predictable regulations without unnecessary burden 
on firms 

15. Strength of clusters: geographic concentrations of related firms 

16. Quality of capital markets: ease of firm access to appropriate capital; capital 
allocated to most profitable investments 

17. Sophistication of firm management and operations.* 

I will have more to say later about the variables highlighted in bold. 

3. Prosperity at Risk: The Harvard Business School Survey 

Porter and Rivkin’s recently published study of U.S. competitiveness, Prosperity at Risk, 
is based on an in-depth survey of nearly 10,000 Harvard Business School alumni. Its key 
findings are startling. No fewer than 71% said they expect U.S. competitiveness to 
decline over the next three years. During the year before the survey, more than 1,700 of 
the respondents had been personally involved in decisions about whether to place 
business activities and jobs in the U.S. or elsewhere. Of 607 instances of decisions on 
whether or not to offshore, “the U.S. retained the activity just 96 times (16%) and lost it 
in 51 1 cases (84%)”. Moreover, “1 1% of activities reported by respondents to have been 
moved out of the U.S. in the past year - a total of 56 moves - consisted of 1,000 or more 
jobs. Of activities retained by the U.S., only five decisions (5%) involved 1,000 or more 
jobs; no activities moved to the U.S. involved 1 ,000 or more jobs; and only four decisions 
(3%) to locate newly established activities in the U.S. involved 1,000 or more jobs”. Nor 


’ Porter and Rivkin, “Looming Challenge”. 

*’ Michael E. Porter, Mercedes Delgado, Christian Ketels, and Scott Stem, “Moving to a New 
Global Competitiveness Index,” Global Competitiveness Report 2008-09 (Davos, 2008). 
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were these low skill jobs that were going abroad. “42% of all decisions about potentially 
moving existing activities out of the U.S. involved research, development, and 
engineering activities.”’ 

Asked to rank the reasons for declining U.S. competitiveness, the HBS alumni 
highlighted the following areas of weakness: 

1 . Effectiveness of [the] political system 

2. The K- 12 education system 

3. The complexity of the tax code 

4. Macroeconomic policy 

5. Regulation 

6. The efficiency of [the] legal framework. 

Between two fifths and three quarters of those surveyed expected the U.S. to fall further 
behind in these six areas.* 

These are of eourse survey data; they should not be confused with objective 
realities. The authors of the Harvard study themselves suggest another reason why these 
HBS alumni might be more ready than those of previous generations to move operations 
abroad: “Incentives financial markets and executive compensation practices that reward 
quick fixes and focus attention on ‘this quarter’s numbers’ can tempt managers to move 
business activities to whatever location offers the best deal today rather than make the 
sustained, location-specific investments required to boost long-run productivity.”’ It 
would have been rather surprising if the alumni themselves had expressed this view. 
Nevertheless, these findings are suggestive. If the six areas listed above are the sources of 
declining competitiveness in the minds of our best qualified business executives, we need 
to look more closely at the relationship between institutions and economic performance. 

4. The Institutional Problem 

The notion that the United States is suffering some kind of institutional loss of 
competitiveness is not peculiar to the Harvard Business School research cited above. A 
very similar conclusion can be reached from the World Economic Fomm’s annual Global 
Competitiveness Index, which has been calculated using the same (sophisticated) 
methods since 2004. In that period, the aggregate score for the U.S. has declined 
markedly (-7%), while those for China, Hong Kong and Germany - to name just three - 
have improved (by +14% in tbe case of China). Again, the problem appears to be 
institutional. 

The WEF’s Executive Opinion Survey produces a significant amount of the data 
that goes into the WEF Global Competitiveness Index. The tabic below selects 16 
measures of the efficacy of government, focusing on aspects of the rule law ranging from 
the protection of private property rights to the policing of corruption and the control of 
organized crime. It is an astonishing yet scarcely acknowledged fact that on no fewer 
than 15 out of 15 different issues relating to property rights and governance, the United 
States now fares markedly worse than Hong Kong. Taiwan out-ranks the U.S. in 9 out of 
15. Even mainland China does better in two dimensions. Indeed, the United States makes 


Michael E. Porter and Jan W. Rivkin, Prosperity at Risk: Findings of Harvard Business 
School’s Survey on U.S. Competitiveness (January 2012) 

* Ibid., esp. p. 1 1. 
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the global top 20 in only one area: investor protection, where it ranks 5*'’ equal. On every 
other count, its reputation is shockingly bad. 

Table: World Economic Forum M easure s of the Effectiveness of the Rule of Law 


Issue 

Top country 

Top score 

USA score 

USA rank 

Hong Kong rank 

Taiwan rank 

Property rights protected 

Finland 

6.4 

5.1 

39 

6 

14 

Anti-corruption 

New Zealand 

6.6 

4.6 

36 

10 

34 

Politicians' ethics 

Singapore 

6.4 

3.2 

50 

22 

27 

Anti-bribery 

New Zealand 

6.7 

4,9 

42 

11 

34 

independence of judiciary 

New Zealand 

6.7 

4.9 

36 

15 

44 

No political favoritism 

Sweden 

5.8 

3.3 

50 

29 

28 

Efficiency of law in private disputes 

Singapore 

6.3 

4.5 

36 

5 

44 

Efficiency of law in disputes with government 

Finland 

5.7 

4.2 

39 

3 

34 

Low costs of organized crime 

Denmark 

6.8 

4.9 

86 

28 

45 

Reliability of police 

Finland 

6.7 

5.6 

30 

9 

32 

Corporate ethics 

Denmark 

6.7 

5.1 

29 

15 

35 

Financial auditing and reporting standards 

South Africa 

6.5 

5.2 

40 

12 

30 

Corporate governance 

Sweden 

5.9 

5.1 

26 

31 

34 

Protection of minority shareholders 

Sweden 

6.0 

4,8 

32 

24 

25 

Investor protection 

New Zealand 

9.7 

8.4 

5= 

3 

60 


Source: World Economic Forum 

Note: In all but the last category the maximum possible score is 6. For investor protection it is 1 0. 

Nor can the HBS and WEF studies be dismissed as outliers. We can find similar evidence 
in the following sources: 

• The Heritage Foundation, Freedom Index 

• The International Finance Corporation (IFC), Ease of Doing Business Index 

• The World Justice Project Rule of Law Index 

• The World Bank, Worldwide Governance Indicators. 

In the Heritage Foundation’s Freedom Index, the U.S. ranks ninth in the world in terms of 
economic freedom, a considerable distance behind Hong Kong and Singapore. The IFC 
rates the ease of doing business in a country in a number of different dimensions. In 
terms of the ease of paying taxes, the U.S. ranks 72"“'. In terms of dealing with 
construction permits, it ranks 1 7*'’; registering a property 1 6*; resolving insolvency 1 S'*", 
and starting a business n*. The WJP’s Rule of Law index ranks the U.S. 2U' out of 66 in 
terms of access to civil justice; 20'*’ for the effectiveness of criminal justice; 19'*' for 
fundamental rights; 17*^ for absence of corruption; 16* for the limiting of government 
powers; 15* for regulatory enforcement; 13* for order and security; and 12* for the 
openness of government. 

The most compelling evidence of all comes from the World Bank’s indicators on 
World Governance. As the figure below shows, since 1996 the United States has 
suffered a decline in the quality of its governance in five different dimensions. 


* World Justice Project, flw/e q/LtJw/mfex 20// (2011), p. 10.3. 
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Compared with Germany and Hong Kong, the U.S. is manifestly slipping behind in these 
areas (see appendix). This is a remarkable phenomenon it itself. Even more remarkable is 
that it is happening almost unnoticed by Americans. 

5. The Six "Killer Apps” 

Economists from Adam Smith to Douglass North and Hernando de Soto have seen the 
quality of institutions as a key determinant of economic performance. A recent book by 
Daron Acemoglu and James Robinson restates the case." In my own work 1 have argued 
that the fundamental reasons why Western civilization pulled ahead of the rest of the 
world after around 1500 were institutional. The West, led after around 1900 by the 
United States, had six “killer applications” that the Rest lacked:'^ 

1 . Competition (economic and political) 

2. The scientific method 

3. The rule of law 

4. Modem medicine 

5. The consumer society 


Estimates for governance quality, U.S., 1996-2010 
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" Daron Acemoglu and James Robinson, Why Nations Fait: The Origins of Power, Prosperity 
and Poverty (New York, 2012). 

" Niall Ferguson, Civilization: The West and the Rest (Hew York, 2011). 
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6, The work ethic. 

But since around the late 1970s we have ceased to monopolize these things. Not only 
have non-Westem countries, beginning with Japan, “downloaded” our institutional 
advantages; we have seemingly been intent on deleting them. As described above, we 
have lost competitiveness in general. Our scientific decline may now be an inevitable 
consequence of the low quality of U.S. high school education, as laid bare in the most 
recent (2009) OECD Program for International Student Assessment (PISA), which 
ranked American 15-year-olds 25* in math, 17* in reading, and 22"'^ in science among 34 
surveyed countries. Chinese students took the tests for the first time in 2009 and came 
first in all three subject areas. More than 50% of China’s students scored in the top two 
levels (out of six) in math, while less than 10% of U.S. students did. The gap in 
mathematical attainment between Chinese and U.S. teenagers is now as big as the gap 
between American and Albanian teenagers.'^ 

Yet educational failure may itself be merely a symptom of a more profound 
institutional failure. Philip K. Howard of the non-profit organization Common Good cites 
as example of bad legislation the case of the special education law, enacted in 1975. This 
“was structured as an open-ended mandate, and soon spun out of control. Today, special 
ed consumes 20 percent of the total K-12 budget. Programs for gifted children get less 
than half of one percent, and pre-K education gets almost nothing [less than half of 1%]”. 
Typically, the Government Accountability Office found 82 separate programs for teacher 
quality. Howard argues for a “legal spring cleaning” to elear away the aecuraulation of 
decades of obsolete legislation, as well as for mandatory sunset provisions in all future 
laws with budgetary impact.''* He also highlights the related problem of regulation run 
amok. 

• Under a recent federal directive, the number of health-care reimbursement 
categories will soon increase from 18,000 to 140,000, including 21 separate 
categories for “spacecraft accidents” and 12 for bee stings. 

• There are over 140 million words of binding federal stamtes and regulations, and 
states and municipalities add several billion more, 

• The federal worker-safety laws now include some 4,000 rules. 

To address the problem of an increasingly meddlesome bureaucracy implementing 
increasingly complicated regulations, Howard calls for a shift from “instruction manual” 
regulation, which is designed to cover every eventuality, to “results based” regulation, in 
which judgment is allowed to play its part - as used to be the case.'^ 

6. Conclusion: Hot Spot Washington 

The Economist Intelligence Unit has just published a new survey of global cities entitled 
Hot Spots . Here at last is some good news about American competitiveness. Of the 
world’s top 60 cities, 12 are in the U.S. Even more remarkable, Washington is ranked 
number 8. 


'* OECD, PISA 2009 Results: What Students Know and Can Do (Paris, 2010). 

Philip K. Howard, “It’s Time to Clean House”, Atlantic Monthly, March 14, 2012. 

Philip K. Howard, “Results-Based Regulation: A Blueprint for Starting Over”, Common Good, 
December 2, 201 1. 

* EIU, Hot Spots: Benchmarking Global City Competitiveness (London, 20 1 2), 
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The nation’s capital may be a competitive city by the ElU’s criteria. But, to judge 
by the evidence presented here, Washington seems to be intent on rendering the rest of 
America uncompetitive in a highly troubling way. All discussions of declining U.S. 
competitiveness need to focus on a hitherto largely overlooked phenomenon: a 
measurable degeneration in the quality of this country’s institutional framework. AAhen 
executives complain about the effectiveness of [the] political system, the defects of K-12 
education system, the complexity of the tax code, the inconsistency of macroeconomic 
policy, the burdens of regulation, and the inefficiency of [the] legal framework, they are 
not fantasizing or passing the buck. They are identifying real problems. In some respects, 
I might go so far as to call it the problem of “Soviet America”. The United States was 
victorious in the Cold War. Yet, imperceptibly, certain traits we used to associate with 
the Communist enemy have been creeping into American life. Over-mighty bureaucracy, 
excessive regulation, a sham rule of law, corruption: these are dangerous tendencies, and 
economic stagnation is only one of their likely consequences. Other consequences we 
might expect include political decadence and geopolitical decline. At the very least, we 
are seeing here the emergence of a more European America - though European in the 
sense of Italy, not Germany. 

The late Mancur Olson used to argue that, over time, all political systems were 
likely to succumb to sclerosis, mainly because of the self-interested conduct of vested 
interests. Often it took an external shock like a lost war to wipe the slate clean and allow 
open institutions to be re-established.” It must fervently be hoped that the United States 
can avoid such a painful variety of reform. But that reform is urgently needed, to restore 
transparency and efficiency to our systems of legislation, regulation and justice, is surely 
beyond doubt. 


' ' Mancur Olson, The Rise and Decline of Nations: Economic Growth, Stagflation, and Social 
Rigidities (New Haven, 1982). 
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Appendix: U.S. Governance Quality in Comparative Perspective, 1996-2010 
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EFFECT OF POLITICAL SYSTEM ON ECONOMIC ENVIRONMENT 

Mr. Wolf. Well, thank you very much. We have a number of 
questions. 

I read your testimony last evening and I kind of want to digest 
it and think about it a little bit, but here are a couple of questions. 
I will bypass some of the ones that we had had. 

When you say the political system is ineffective, tell us a little 
bit. I mean, I think this place is dysfunctional, I think it is abso- 
lutely a bipartisan dysfunction. I think we are ready to see it today 
on this whole budget issue. I think the only bill that really prob- 
ably has an opportunity to really make a difference is the Simpson- 
Bowles Commission, which has defects that one could improve or 
change, but yet when it is offered probably I am going to support 
it. If it is offered we will probably barely get a handful of votes — 
so tell me what you think about the political effectiveness and its 
ineffectiveness. 

Dr. Ferguson. Well, as a British citizen, though I hope ulti- 
mately to become an American one, I should be extremely cautious 
in expressing criticism of this country’s political system, but having 
lived and worked here now for around eight years I can’t help but 
notice a deterioration, and that expresses itself most clearly as you 
say, Mr. Chairman, in the inability of the Congress to take rational 
decisions about the future path of fiscal policy. 

The United States has a profound structural crisis of public fi- 
nance. It is living literally as well as metaphorically on borrowed 
time. By some measures its fiscal health is comparably bad with 
the fiscal health of the so-called PIGS in Europe. Portugal, Ireland, 
Greece and Spain. 

The reason the bond market has not called time on the excessive 
deficits is simply that as the printer of the international reserve 
currency the U.S. has breathing space that was clearly denied Eu- 
ropean peripheral countries, but this I think is part of a wider 
problem, but it may be a mistake for us to focus too narrowly on 
questions of deficit reduction, crucial though they are. 

One lesson of history is that a great power can borrow a surpris- 
ingly large amount of money at surprisingly low rates before it fi- 
nally enters the kind of tailspin that we saw the European coun- 
tries enter in the course of last year. 

There may be more breathing space than we realize. The U.S. 
debt to GDP ratio may raise as high as 200 percent before inves- 
tors finally lose their faith. We can’t know the timing, all we know 
is that there is an upper bound. 

If you look at the Congressional Budget Office projections and 
take the alternative fiscal scenario, which they say is the more 
likely, the extraordinary prospect is that by the middle of this cen- 
tury on present policies 100 percent of all federal tax revenues will 
be absorbed by interest payments in the federal debt even if inter- 
est rates remain at a relatively low level. Well that is clearly an 
impossibility. So we know that at some point something has to 
give. 

The fatal thing would be to wait for that point to be reached, be- 
cause we know what happens then. Borrowing costs rise and gov- 
ernment enters a tailspin of falling credibility and rising deficits. 
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The problem is I don’t see this institution taking preemptive ac- 
tion until it is forced to take action by the markets. 

So that would be one I think manifestation of the kind of prob- 
lem that I am talking about. 

But let me emphasize, I think it goes much more broadly than 
just fiscal policy. I think what we see in the way that Dodd-Frank 
was produced is a dysfunctional process of legislation itself in 
which over-complex statutes emerge that create burdens for all 
businesses large and small in the case of the financial sector. 

They principally benefit lawyers. The difference between the rule 
of law and the rule of lawyers is a very large difference. I think 
the United States once was famous for the rule of law, but today 
is now notorious for the rule of lawyers. 

Mr. Wolf. I had two other questions, the last one is kind of 
open-ended, but I have noticed that the business community in the 
United States has not participated in this process to the degree 
that it used to. We had great leaders in the business community. 
Do you have any comment or thought about that? Do you think 
there is — how would you do this? Is the business community falling 
short? Should there be a greater effort whereby 

Dr. Ferguson. Well, I think this is an important point, Mr. 
Chairman. There have been times in American history when the 
business community has played a major and very positive role in 
policy making. Perhaps the most obvious example which I wrote 
about in the b^ook. War of the World, is World War II when an enor- 
mous amount of executive talent came into the government on a 
dollar a day and helped the United States not only win World War 
II, but perhaps more importantly transform its manufacturing 
base, so that by the end of World War II the United States was 
at the peak of its global preeminence in terms of manufacturing 
and particularly in terms of productivity and technological sophis- 
tication. So it has been done. 

The relationship between business and government does not 
have to be as poisoned and adversarial as it has become. 

The point I would make is this: in the past major fiscal crises of 
the sort we see today were caused by war primarily, the First 
World War and the Second World War, and both of these crises in- 
volved substantial and painful reform to be resolved. Our fiscal cri- 
sis has only in quite a small way been attributable to the cost of 
war. Most of the increase of the debt that we have seen in the last 
decade has not been caused by the conflicts in Iraq and Afghani- 
stan, which by historic standards have been quite small, most of 
the increase is due to a structural imbalance between expenditures 
through mandatory programs and revenue from established federal 
sources. That is the problem. The difficulty is that if you are not 
engaged in a major national effort like a war, if all you are really 
doing is welfare, not warfare, there is not the national tempera- 
ment, the national mood for radical reform, and nor is there a 
sense of national crisis to mobilize people from the business com- 
munity into sorting the problem out. And that is I think our big- 
gest problem. If all you knew about the United States, Mr. Chair- 
man, was the fiscal numbers and the monetary numbers you would 
conclude that World War III had been under way since around 
2007. If that was all you knew you would think they must be in- 
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volved in some massive conflict to be running a trillion dollar def- 
icit a year and to be massively expanding the monetary base. But 
we are not, in fact we have more or less wound up our military en- 
gagements overseas. The main problem now is domestic. It is not 
imperial overstretch the United States is suffering from; that was 
a catch phrase of the late 1980s, it is not. The overstretch is at 
home, it is the domestic programs, particularly Medicare, and be- 
cause it is not a military crisis the political will for radical reform 
is missing. I could go on to talk a little bit about political polariza- 
tion, but I am sure 

RAMIFICATIONS OF A FAILURE TO ADDRESS SYMPTOMS OF DECLINE 

Mr. Wolf. No, I think that is — I have a number of other ques- 
tions. One of the reasons I think there has been difficulty moving 
this into the political process is that people are not able to see what 
the ramifications of failure are. If, as you say in your book, great 
nations decline and they decline rapidly, should there be a de- 
cline — and as a grandfather of 16 grandkids from 14 down to three 
months I am not prepared to say — but if that were the case, what 
would we see? I was in Sudan three weeks ago, we were in South 
Sudan up on the border north of Juba, and in the camp we were 
in there, the food was coming from the West and the rockets were 
coming from China. It was such a contrast — so what are the rami- 
fications for my grandchildren, your grandchildren, my children, 
your children, our constituents should there with be decline? 

Dr. Ferguson. Sometimes I think decline is the wrong word be- 
cause it implies a gradual downward move. In Civilization and also 
in an earlier article in Foreign Affairs I tried to make the argu- 
ment that complex systems like great powers or empires or civiliza- 
tions don’t tend to gradually decline, they tend to collapse quite 
suddenly, they reach a tipping point and then some relatively 
minor shock sends them over the edge. That is actually how history 
works from the Roman empire right through the collapse of the So- 
viet Union. It is actually something that happens very fast when 
institutions have become fundamentally internally weak. And I 
think the big concern that I have as somebody who wants to make 
his future and his youngest child’s future in the United States is 
that we are sleepwalking towards one of those moments for crisis 
when the credibility of the United States as a borrower is suddenly 
called into question, when the credibility of its currency is suddenly 
called into question and when its credibility as a great power in 
military terms is suddenly called into question. Your example of 
Sudan is a good one, throughout Africa, particularly in Sub-Saha- 
ran Africa, a major scramble for resources is under way, com- 
parable with that of the late 19th century, but only one country is 
scrambling, and that is China. The United States is content to re- 
gard Africa as a recipient of aid rather than as a major strategic 
theater of the future in a world of scarce commodities. I spent 
much of last summer traveling in China trying to understand bet- 
ter that country’s priorities, and the contrast between their prior- 
ities and ours is very striking and it manifests itself not only in 
China — not only in Africa. Of course China lags behind the United 
States in a great many ways of which you are aware ranging from 
per capita income down to naval capability. But just to take one 
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strategic area which is highly relevant to this committee, in the 
realm of cyberspace I believe there is almost no gap now between 
the United States and China in terms of capability. And if you 
want to imagine a scenario in which the United States experiences 
a sudden loss of power it will be there when the United States 
finds itself the victim of a successful large scale cyber warfare at- 
tack. So I think we should be very wary of assuming that our prob- 
lems are your grandchildren’s problems, that it is that far off, that 
we can therefore postpone serious decisions about fiscal policy or 
about the institutional problems I am discussing for a generation 
or so and focus our minds on November’s election. In fact the crisis 
of American power may be as imminent as November. Whether we 
talk about it in fiscal terms, in monetary terms or geopolitical 
terms I think the United States is far more vulnerable than most 
Americans realize. Not only because of the rise of China, that is 
certainly a factor, but also because of our own internal weaknesses. 

Mr. Wolf. Well, thank you, I am going to go to Mr. Fattah. I am 
not going to ask you to develop your argument, but as you think 
about it as you are flying back to Boston some time, I would like 
you to think in terms of what I would say to somebody when I am 
in McLean and I talk to somebody and they say, congressman, why 
did you support the Simpson-Bowles commission when that did 
such and such then I can tell them that I did it for the following 
reasons: because I wanted to save America from the ramifications 
of failure. So if you could think in terms of what America would 
be like if we do reach that rapid point of collapse, what would that 
mean for the average person here in the United States? But thank 
you for your testimony. 

Dr. Ferguson. Thank you. 

Mr. Wolf. Mr. Fattah. 

Mr. Fattah. Well, let me thank you for your testimony. I don’t 
have any questions. I can’t imagine that I could disagree as much 
as I do with the relevance of this to manufacturing, so we are going 
to get to some of the other witnesses, but you know, there has been 
a lot of talk. I am convinced that America is number one in the 
world, and yes, we have our set of competitors and we welcome 
competition. I agree with our guest from Harvard that if I guess 
in the final analysis he is going to seek citizenship in the United 
States that this is where he is betting that at the end of the day 
the world’s future is going to be shaped. So but much of everything 
else that has been said, it has got a certain flow to it that is not 
as relevant as I think the question of manufacturing, and as we 
look at what is going on, in part because of the Chairman’s help, 
we see many companies moving jobs back here, manufacturing on 
the peak, we see manufacturing at the leading edge of this recov- 
ery, 24 months of growth in private sector jobs, but this is essen- 
tially a political viewpoint beyond, you know, getting to the meat 
and gravy of manufacturing. So I want to welcome, I respect the 
work that you have done, I totally disagree generally with where 
you think the country is headed and what we need to do, and vis- 
a-vis our competitors. I don’t think that any other country in the 
world would not trade places with us, and the fact that we have 
a mortgage on the house, that is that we have a debt, I do under- 
stand, and in fact I am the author of the only bill in the Congress 
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to get the country out of debt. So but the fact that we have a debt 
doesn’t take away from the fact that we are the leading nation in 
the world by far and that as dysfunctional as our political system 
might be to those who want to criticize it, it is through this process 
that decisions have been made that have put our country at the 
lead in the world, and I think that it might be a terrible system, 
but it is better than any of the other ones. So thank you, and I 
thank you for your participation today. 

Dr. Ferguson. May I briefly respond, Mr. Chairman? 

Mr. Wolf. Sure. 

Dr. Ferguson. It is of course extraordinarily enjoyable to say 
that the United States is number one. 

Mr. Fattah. Mr. Chairman, I didn’t ask a question, I am not 
looking for a joust, I think the witness has made his point, but — 
he can comment if he wants, but you know 

Dr. Ferguson. I will be very brief. 

Mr. Fattah [continuing]. At some point we are going to get to 
manufacturing in America. 

Dr. Ferguson. I don’t want you to think with all due respect, 
Mr. Fattah, that I was not talking about manufacturing in America 
because I was. If you look at the narrow competitive advantages 
that the United States has in terms of labor costs and its exchange 
rate many, many more manufacturing jobs should have by now 
been created in the United States than have been. Recovery should 
have been far more rapid with the kind of fiscal and monetary 
stimulus we have seen than it has been, and my former students 
at Harvard Business School should have been opting to relocate or 
locate their new operations 100 percent in the United States rather 
than 16 percent. If you ask yourself why manufacturing recovery 
has not been faster, which is the right question to ask, the answer 
is that the United States is no longer number one in terms of the 
effectiveness of its political system. The K-12 education system, 
the complexity of the tax code, and so forth. That is why businesses 
are not locating here more. To tell yourself you are number one 
when you are actually not it seems to me is the most dangerous 
kind of complacency that a great power can engage in. And by the 
way, the British used to make this mistake. 

Mr. Wolf. Mr. Aderholt. 

VALUE OF BUY AMERICA PROVISIONS 

Mr. Aderholt. Thank you. Dr. Ferguson, for being here. Let 
me — I would like to get your thoughts and your opinion on some- 
thing that we have looked at in our office and concern, and I rep- 
resent the 4th district in the State of Alabama, but one thing is 
to — and as far as increasing jobs in the United States is enacting 
Buy America preferences. One thing that we’ve looked at in par- 
ticular is for water projects under the state revolving loan fund. 
These are taxpayer funded projects and the American worker we 
believe should get a preference on the jobs funded by their tax dol- 
lars. When we have seen these types of provisions in the past we 
have seen foreign companies opening up American operations here 
on American soil and employing American workers so that mate- 
rials can compete for these projects. Since a Buy America provision 
would allow materials from countries, and this is one example we 
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have looked at, to have their markets open to us and our materials, 
it would also serve as an incentive for other countries to open their 
markets to manufacturers. So this has been something we have 
looked at, I would just like to get to know your thoughts if going 
toward a preference toward Buy America is something that you 
think is worthy. 

Dr. Ferguson. Well, you will be glad to hear, Mr. Aderholt, that 
yesterday I bought a new true pair of running shoes that proudly 
advertised that they were made in America by the New Balance 
company. I think Buy America is an important marketing slogan 
and I would like to see it used by more companies. But I am 
against any distortionary measures that are intended directly or in- 
directly to provide protection whether through tariffs or other 
measures for U.S. manufacturers against the competition. I am a 
passionate believer in free trade, I think that Adam Smith’s ac- 
counts in The Wealth of Nations is the right account of how pros- 
perity is generated, and I think that we should do whatever we can 
to ensure that the rules developed and posed by the World Trade 
Organization are observed by our trading partners. What we need 
is a level playing field. With a level playing field I have no doubt 
that the United States is capable of competing, not necessarily in 
every sector of manufacturing, that I think would be the wrong 
goal to pursue, but to compete in terms of quality with the best in 
the world. The key issue I think is not to protect American compa- 
nies from competition but to make competition fair and to ensure 
that the institutional framework is one in which a market economy 
can flourish at its best. That I think should be the focus of our ef- 
forts. By all means Buy America should be a slogan, but I don’t 
think it should be a policy in which we seek to distort free trade. 

Mr. Aderholt. What you referred to as far as a level playing 
field how do you see us trying to get more toward a level playing 
field in that regard? 

Dr. Ferguson. Well, obviously the most important institution for 
ensuring fairness and freedom in trade is the World Trade Organi- 
zation, and I think it is good to see that that organization is being 
used to apply pressure, for example, on China with respect to rare 
earths right now. There are other things, there is more that could 
be done. In a whole range of areas it seems to me questionable that 
China is fully compliant with its WTO obligations, probably most 
obviously in the area of the protection of intellectual property 
rights, and there I think the United States should be more asser- 
tive and would find international support in being more assertive. 
In many ways European economies are even more vulnerable than 
the United States to the loss of intellectual property and to essen- 
tial theft of IP and brand identity. So I think we need to regard 
the WTO as our friend in applying pressure on China to play by 
fair rules in respect of trade. 

Mr. Aderholt. Thank you. 

POLICY prescriptions TO BRING MANUFACTURING JOBS BACK TO THE 

UNITED STATES 

Mr. Wolf. The last question I have was the genesis of this hear- 
ing. I saw the article in the New York Times a couple months ago 
where it said that President Obama was meeting with Steve Jobs, 
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and the President asked Steve Jobs on manufacturing, “how do you 
bring back those jobs?” He was referring to the iPhone and the 
iPod and the iPad, and Steve Jobs — and I am sure you may have 
seen the article — said, “you can’t bring those jobs back.” We asked 
the NSF and other witnesses to tell us respectfully — we are not 
picking a fight if you will — but how you would bring those jobs 
back if you were to ask. Was Steve Jobs right or was the President 
and what he is requesting right, whereby you can say how will you 
bring those jobs back? Did you read that article? 

Dr. Ferguson. Yes, I did. 

Mr. Wolf. Yeah. How would you, if you were assigned the re- 
sponsibility to bring those jobs back, get the iPhone, iPad, iPod 
here to be manufactured in the United States or a large portion of 
them? 

Dr. Ferguson. Well, Mr. Chairman, I think in some ways shifts 
in the global economic balance are beginning to make that happen 
in a small way that the ranking member, Mr. Fattah, already al- 
luded to. We are seeing some recoveries. And the reason is easy to 
see in terms of the narrow measures of competitiveness. The cost 
of labor has come down, the U.S. worker remains in productivity 
terms competitive with the best in the world, and there are mas- 
sive advantages to local location if you are serving the United 
States, which is still the biggest market in the world. Offshoring, 
outsourcing, these two things have turned out to be less advan- 
tageous than many corporations thought when they embarked on 
them. There has been good work at Harvard Business School on 
what might be called the unexpected downsides of offshoring. So I 
think there are some forces at work already that are bringing man- 
ufacturing jobs back to the United States. But I want to reiterate 
the point I made earlier to Mr. Fattah, if all that mattered was 
narrow measures of competitiveness many, many, many more jobs 
should be created right now in the United States. What is sur- 
prising to me is the anemic quality of the recovery and the rel- 
atively small number of manufacturing jobs being created here, 
and that is because there are broader issues of competitiveness 
that deter U.S. and foreign corporations from creating new plants 
here and employing new workers here. That is why I want to con- 
clude by emphasizing this issue of institutional deterioration. It is 
a broader measure of competiveness that we need to look at, and 
if we address those issues, try to make regulation less burdensome, 
try to make the tax code less complex, try to reduce the real uncer- 
tainty that executives feel about the future path of taxation and 
the future path of inflation in the aftermath of massive monetary 
expansion, if we address those issues then I think we will see a 
substantial growth in U.S. manufacturing employment. The poten- 
tial is there. The other thing which is much harder to address in 
the short term is that the quality of the American worker in rel- 
ative educational terms has declined. If you think back to the ze- 
nith of American power in the 1940s and 1950s the gap then be- 
tween an American worker and the rest of the world in terms of 
educational aptitude, educational achievement, and productivity 
was immense. I mean the gap in terms of productivity between the 
United States and Germany or Britain which were then the other 
big economies was absolutely huge in the mid 20th century mainly 
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because of education. The great scandal of education in the United 
States is low quality of high school education in what might be 
called the poorer zip codes. We have the greatest universities in the 
world, I teach at the best university in the world, but if you go 
down a tier you will see an appalling — there must be somebody 
from Yale here — check out the rankings — if you look down a tier 
at high school education it is a catastrophe. Charles Murray of the 
American Enterprise Institute’s recent book. Coming Apart, tells 
among other things a devastating story of educational decline at 
the lower reaches of the income distribution, and that is a much 
tougher problem to fix. Even if we could wave a magic wand, sim- 
plify the tax code tomorrow in ways that I know some of your col- 
leagues would like to do, and which obviously I think the President 
is sympathetic to, simplify the burdens of regulation, strip away 
much of the overcomplex bureaucracy that has sprung up, even if 
we did that there would still be a problem in terms of the quality 
of our educated young people. The choice to locate here or locate 
in Asia is getting harder and harder to make in favor of the United 
States. Let me reiterate, the gap between the educational attain- 
ment of teenagers in Shanghai and teenagers in Washington is as 
big as the gap between the teenagers in Washington and the teen- 
agers in Albania and Tunisia. That is a tougher problem to fix. 

Mr. Wolf. Is there any circumstance in previous history where 
a nation has turned that around? And we don’t have to get into it 
today, but are there papers showing from a nonpartisan — we are 
not trying to get into the right, the left, and that — how you would 
do that? You know, I come from an inner city neighborhood. A cou- 
ple of my kids have been very active in working in the inner city 
neighborhoods and I feel a real burden for the inner city neighbor- 
hoods, where if I were a parent there I would feel angry about 
what my children were not getting. So are there deep studies that 
really can show this? 

Dr. Ferguson. Yeah, I believe there are. I mean the great ad- 
vantage of economic history is that we have spent a great deal of 
time over the last 30 or 40 years looking at improvements in edu- 
cation systems. Most countries over the last 200 years achieved 
major improvements in primary, secondary, and tertiary education. 
There are two routes you can go down, one which we might call the 
Scandinavian model is to try to make your public schools use best 
practice, improve the quality of teaching, improve the quality of as- 
sessment. I think that is hard to do in a country this size with a 
culture, a political culture which is significantly more individ- 
ualistic than the Scandinavian. The alternative model which I pre- 
fer is one in which competition plays a bigger role. The reason that 
the United States has the best universities in the world is a very 
healthy competition goes on between private and public institutions 
and within those two sectors. It is in marked contrast to monopoly 
systems of universities that one encounters in Europe. My argu- 
ment would be that we need to see the same kind of competition 
going on at the high school level, which is why I am a supporter 
of charter schools and any initiative that can create choice for par- 
ents, particularly in urban areas. I agree with you entirely, there 
is no bigger scandal in this country than the way we are failing 
teenagers. We are creating an unemployable generation. When we 
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look at Europe we have a warning, if we go down that route we 
are going to end up with youth unemployment unlike anything this 
Nation has seen in its history where a generation will face a life 
on benefits. That is the situation today in Spain, it is a situation 
in much of Mediterranean Europe. If we don’t address the kind of 
issues that I am talking about here it is conceivable it will become 
the problem for the generation that is currently in school. 

Mr. Wolf. Well, doctor, thank you very much for your testimony. 
Your full testimony will be in the record, and I will circulate it to 
all the members of the House and we will put it in the Congres- 
sional Record. But thank you again for your time. And as you think 
about it, take any opportunity for describing ramifications so that 
we are able to explain them to people. I think it is somehow helpful 
when people can see that tough choices have to be made now and 
that if they are not, this is what the conditions will be. We all love 
our children and our grandchildren, but we all love the current sit- 
uation. And, you know, I agree with Mr. Eattah. I come from an 
inner city neighborhood. My dad was a policeman, my mom worked 
in a cafeteria. I think she went to seventh grade, my dad went to 
sixth grade, but they pushed and pushed education, and it was an 
opportunity, and I think it ought to be available to everyone. When 
you go into Independence Hall, there is a great story about the 
chair that General Washington sat in when he was proceeding over 
the constitutional convention in 1787. Ben Eranklin, at the signing 
of the Constitution, he begins to weep, and he says, I looked at the 
chair that Mr. Washington sat in and there is a sun — if you go 
there you can see it, I urge you to see it at some time, there is a 
sun painted on the back of the chair — and he said, I never knew 
if it was a rising sun or a setting sun. He said now with the signing 
of the Constitution I believe that it is a rising sun. Every politician 
loves to say that America’s best days are yet ahead and the sun 
has barely begun to rise on our country, the question is what do 
we have to do with manufacturing and all these other very impor- 
tant issues to make sure that America’s best days are really yet 
ahead for our citizens. Thank you for your testimony. I appreciate 
it. 

Dr. Eerguson. Thank you very much, Mr. Chairman. Thank you. 

Mr. Wolf. Our next panel will be Scott Paul of the Alliance for 
American Manufacturing, Harry Moser of the Reshoring Initiative, 
and Jim Phillips, the Chairman and CEO of NanoMech. Why don’t 
you come up to the table. Your full statements will appear in the 
record. And I think in fairness, too, we will over the course of the 
time put your statements in the Congressional Record so that peo- 
ple can have that opportunity just to see. But why don’t we begin 
in the order that we announced the witnesses. Mr. Phillips? 

Mr. Phillips. You would like me to go first? 

Mr. Wolf. Yes, sir. 

Mr. Phillips. Okay. 

Mr. Wolf. Well, I said Scott Paul first, so maybe we will do Scott 
Paul. 

Mr. Phillips. Either way. 

Mr. Wolf. Then Harry Moser, Jim Phillips. The last shall be 
least it says in the Bible, so you are going to 

Mr. Phillips. I represent the Nano company, we are 
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Mr. Wolf. You are good. 

Mr. Phillips. Think big though. 

Mr. Wolf. Okay, thank you. Your full statement again will ap- 
pear in the record, if you could summarize we would appreciate it. 
Yeah. 


Testimony of Mr. Scott Paul 

Mr. Paul. Great. Mr. Chairman, thank you very much. My name 
is Scott Paul, I am the executive director of the Alliance for Amer- 
ican Manufacturing. It is a pleasure to appear before you, before 
Mr. Fattah, and Mr. Aderholt, and I wanted to just say a brief 
word about the Alliance. We are trying to take the dys out of dys- 
function. We are a labor-management partnership proving that 
business and labor can work together. We work with companies 
that are committed to hiring workers and producing in the United 
States. We have been at the forefront of efforts to get legislation 
passed to hold China accountable for its currency manipulation, to 
strengthen buy America laws, which I know Mr. Aderholt supports 
and I would be happy to elaborate on during question and answer, 
and also support for our manufacturing base and specific programs 
within the committee’s jurisdiction, which I know Mr. Fattah, Mr. 
Wolf, and all of you have supported. 

I wanted to say that there are some encouraging signs in manu- 
facturing recently, but a renaissance is far from certain. We need 
the right policies to get there, and I think it is important to under- 
stand the trough from which we are emerging. 

The last decade was the worst decade on record for American 
manufacturing, even worst than the Great Depression by any 
measurement, and I would argue that the causes are both cyclical 
and structural. There was a shock to the system in 2007 obviously 
with the collapse of the housing industry, the auto industry, the fi- 
nancial sector. But in my mind the damage has been done in great 
part since 2000 because of the advent of China as a global compet- 
itor and the lack of our response to that. We lost five and a half 
million manufacturing jobs last decade, that is one-third of all 
manufacturing jobs in this industry, we quadrupled our trade def- 
icit in manufactured goods during that time period, more than 
50,000 manufacturing facilities closed their doors, and we recorded 
a drop in industrial output from the beginning of the decade to the 
end for the very first time in our country’s history. That has never 
happened before. 

What caused this decline? First I think as I mentioned to you 
open trade with China, our lack of response to China’s failure to 
adhere to its trade obligations played a big role. We now have a 
$295 billion trade deficit with China which was recorded last year. 
That is far and away the highest trade deficit of any bilateral trad- 
ing relationship in the history of the world. None even comes close 
to that. It is so egregious. 

Second I do think that financial deregulation at the end of the 
1990s made Wall Street a master of manufacturing rather than the 
provider of capital to manufacturing and I think that made our 
firms much more shortsighted and less competitive over the long 
run. 
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Third, there is no doubt that technology and productivity have 
played some role in the decline of manufacturing employment, but 
I think some recent and very good work done by economist Susan 
Houseman and Michael Mandell shows that productivity gains are 
not responsible for the large share of manufacturing job loss, it is 
import substitution that has caused it, and if you look at times 
where we have had high productivity in manufacturing we actually 
haven’t had high job loss. We have had periods of low productivity 
in manufacturing and it doesn’t mean we have had low job loss, it 
does not follow that productivity inevitably leads to lower manufac- 
turing employment. 

Fourth, although Dr. Ferguson indicated that there has been 
some adjustment, for several decades in the United States we had 
a very strong dollar policy that made our goods far less competitive 
on the global market. When you couple that with currency manipu- 
lation in other countries, primarily in China, that leads to a com- 
petitive disadvantage which has been as high as 40 percent or 
more for your goods on the global market. 

And I would say that lastly most of your government policies 
have been geared away from manufacturing. Our tax benefits, our 
education system, and the support structure have been geared 
away from production in the United States for a very long time. I 
see that beginning to change, but I think that is worth noting. I 
do think that it is worth investing in manufacturing because we 
are incredibly cost competitive as I think our other witnesses will 
say, we need the right policies to support the private sector in this 
regard. I think we have missed several opportunities along the 
way. 

First China’s mercantilism has gone virtually unabated and we 
have had six opportunities to name China as a currency manipu- 
lator since the President took office, he has failed to do that, I am 
very disappointed, in that, I hope the House of Representatives will 
pass legislation that would require — which would compel China to 
stop manipulating its currency. I believe all of you have supported 
that effort in the past and this is legislation that passed in the 
Senate overwhelmingly despite the political dysfunction that we 
are seeing last year. 

Second I do think that we need substantial resources devoted to 
this trend. Educational reform, investment in vocational education 
will not happen on its own, it will need a shift in priorities that 
I think is very important. And I do think that it is possible to ex- 
pect some degree of success here. Let me tell you why from a his- 
torical perspective. You referred to the signing of the Declaration 
of Independence. Shortly after that in 1791 Alexander Hamilton, 
our first Treasury secretary, articulated industrial policy as the 
foundation of economic policy in the United States. It was struc- 
tured much differently than, we had different challenges, but from 
1791 until the end of World War II we had industrial policy as a 
primary foundation of our economic policy in the United States. 
That has deteriorated for a variety of reasons since then, but today 
we have nothing that even remotely resembles any sort of a coordi- 
nated support for our manufacturing industry. This administration 
has begun to talk about it, there are some efforts in Congress 
under way, but we are making up for lost time. 
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So let me talk briefly about what I think some of those policies 
would be and include some specific things that I know are within 
the subcommittee’s jurisdiction. First our tax system. All of our in- 
dustrial competitors have a value added tax that is rebated for ex- 
ports. We do not have a system like that. I am not endorsing nec- 
essarily such a system, but we do need to make changes in our tax 
code to recognize that our manufacturers are at an incredible com- 
petitive disadvantage when competing against exports from over- 
seas, and indirectly because of this system we are for instance fi- 
nancing Germany’s health care system or other governments, and 
our manufacturers face, you know, in the case of Mexico, some 
other countries, up to a 18, 20 percent cost disadvantage because 
of this disparity in tax systems. 

I believe that there should be incentives to make capital more 
patient. One of the reasons why Germany has been so successful 
in manufacturing — and again this is a country that has manufac- 
turing wages that average $48 an hour, in the United States they 
are $32 an hour. Germany has a thick regulatory environment, in 
some ways much thicker than the United States, yet Germany has 
about 22, 23 percent of its economy in manufacturing, it has bal- 
anced trade with China, it has a surplus with the rest of the world, 
and it is viewed around the world as a skilled manufacturing coun- 
try. There is no reason why we couldn’t replicate that, we can be 
incredibly cost competitive, but we lack the support structure for 
vocational education that Germany has and we lack the patience 
for capital that Germany has. Our companies are focused on quar- 
terly earnings, their companies are more focused on long term 
value and sustainability, and I think we should explore some 
changes in that regard. 

On trade policy we have a trade policy that is very focused to- 
wards opening up markets towards exports. That is fine, but it ig- 
nores one-half of the checkbook which is imports, and we need to 
focus much more effort on battling unfair trade practices from over- 
seas in addition to intellectual properties as Dr. Ferguson indi- 
cated, we must have a much stronger focus on subsidies coming 
from China, on other commitments that China has failed to make 
in the course of its membership in the World Trade Organization. 
And Mr. Chairman, Mr. Ranking member, Mr. Aderholt, I would 
submit to you that this is not a secret. China has five year plans 
that it publishes on a regular basis stating exactly how it is going 
support its industries, b^ut our Import Administration is on its 
heels rather than its toes and we wait until the damage has been 
done, until industries have been almost entirely lost. We can’t af- 
ford to do that if we want to make manufacturing far more com- 
petitive. 

I do believe that we need smart public investments in our infra- 
structure to increase the efficiency of our economy. I believe that 
as Mr. Aderholt indicated that we should leverage those to give a 
preference to American firms. This is a common practice around 
the world. If we don’t do it we are not in the game, and we have 
had long standing Buy America policies in the country since the 
1930s. President Reagan expanded them to transit programs in the 
1980s. They should be strengthened, they should be made more 
transparent, and they should be applied very aggressively by all of 
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our agencies. And you are exactly right, we will get foreign firms 
to locate their production here. It is the reason why Siemens is 
making rail cars in Sacramento rather than in Germany, precisely 
because we have Buy America policies, they really do work. I do 
think that we also need to rebuild the industrial innovation com- 
mons in this country which has been lost. 

There was good work, I think Dr. Ferguson alluded to it, by Gary 
Pisano and Willie Shih at the Harvard Business School, a terrific 
article that was published in the Harvard Business Review and just 
updated last month that shows that innovation is lost once produc- 
tion leaves our country, and this has been proven true in many 
types of industrial activities, including advanced batteries, that is 
one reason why we are trying to go claw that back now from Asia 
and not having an easy time doing it. 

And with respect to some specific issues within the subcommit- 
tee’s purview I do want to say that I think the MEP program, the 
Manufacturing Extension Partnership has a huge return on invest- 
ment. There are often barriers and problems that individual firms, 
particularly small- and mid-size enterprises cannot solve on their 
own, that is why having public-private partnerships like the Manu- 
facturing Extension Partnership program makes so much sense. It 
provides that bridge between academic thought or some sort of a 
process and connecting with a small- and mid-sized enterprise and 
also connecting it with a skilled workforce. I think that is a criti- 
cally important program. I want to commend your support for it. 

I also believe that the Import Administration and the Inter- 
agency Trade Enforcement Center that the administration an- 
nounced need to be aggressively focused on battling imports for 
which there is unfair competition, either subsidies, dumping or 
other sorts of anticompetitive practices. If we ever want to balance 
our trade deficit we will not do it by increasing exports alone, it 
is going to take a balance on both sides, and I would like to ensure 
that the efforts of the Commerce Department are equally focused 
on both increasing our exports and also making sure that our firms 
that are committed to producing here have a level playing field 
against their foreign competitors. 

I just wanted to conclude with this thought, and this is my stab 
at history. I do think that we are in a competition with China. I 
do not think that China is necessarily the Soviet Union — we don’t 
know what China is right now and what sort of intentions it has, 
but we can’t assume that they are benign at all. And the wealth, 
the jobs, the debt that we have seen go to China is in fact funding 
China’s cyber warfare capabilities, their traditional military capa- 
bilities, and it is in a sense a perfect system for China right now. 
It is not like the Soviet Union that we tried to starve for resources. 
China is building up its military in some cases on the backs of our 
taxpayers, and that is just wrong, and I believe both that direct bi- 
lateral competition is one reason why we want to make sure that 
we have the ability to continue to produce, to manufacture, to grow 
economically, and I also think that countries around the world, citi- 
zens around the world are looking at this competition and they do 
see dysfunction in the United States, they see a question about 
which direction our country is headed, they look at China, they see 
a lot of benefits from that model, even though in the long run with 
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the brutality, with the authoritarianism it is not a sustainable sys- 
tem, however it looks attractive because of the economic growth. I 
think, Mr. Chairman, it is important to support manufacturing for 
job creation reasons, for economic security reasons, but also na- 
tional security reasons, and I look forward to working with the sub- 
committee. Thank you very much. 

[The information follows:] 
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Mr. Chairman, Mr. Ranking Member, and members of the subcommittee, thank you for 
conducting this important hearing on American manufacturing and job repatriation, and 
thank you also for inviting me to testify. I'm honored to represent the Alliance for 
American Manufacturing. 

I will describe the challenges that I see facing efforts to reshore or repatriate 
manufacturing jobs, provide an overview of possible policy remedies, and conclude by 
focusing on a few concrete steps that Congress could take to support these efforts. 

This is an exciting time for American manufacturing and public policy. First, 
manufacturing has shown a level of job growth since January 2010 that is longer and 
deeper than anytime since the period of 1993 to 1995. More than 400,000 
manufacturing jobs have been added, the bulk of those in the automotive and durable 
goods sectors. 

Second, there are efforts well underway in the private and public sectors to grow 
American manufacturing and seek to reshore jobs after decades of indifference or in 
some cases outright hostility towards industry and encouraging young people to seek 
careers in manufacturing. 

Third, these efforts are gaining political traction. President Obama put manufacturing 
front and center of his most recent State of the Union address. The leading Republican 
presidential candidates have focused attention on manufacturing and the role of China 
in our economy. More research institutions-public and private-are examining 
manufacturing issues than at any time since the early 1980s. 

But, a renaissance in American manufacturing is tar from certain. We've regained only a 
fraction of lost factory jobs, our trade deficit with China in particular is growing and not 
shrinking, and capacity utilization is still well below pre-recession levels and historic 
norms. 

American manufacturing is coming out of its worst decade ever. In the 2000s, we lost 
one-third of all jobs in the sector (5.5 million), nearly quadrupled our trade deficit in 
manufactured goods, closed more than 50,000 factories, and recorded a drop in 
industrial output for the first time. While America suffered a recession beginning in 2008, 
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manufacturing experienced an entire decade of sustained losses, at a far faster clip 
than any other time in our history. 

What caused this decay? A number of factors contributed. 

1 . Opening trade with China dramatically altered trade flows and global supply chains, 
aided by plenty of Chinese government subsidies, unfair trade practices, low labor and 
environmental standards, and a grossly undervalued currency. 

2. Financial deregulation in the late 1990s made Wall Street the master of 
manufacturing rather than merely a provider of capital. Quarterly earnings pressures 
and long-term growth strategies are often mutually exclusive in the world of capital- 
intensive manufacturing. 

3. A surge in automation, robotics, and productivity all meant that it took fewer factory 
workers to produce the same amount of output, though work by economists such as 
Michael Mandel and Susan Houseman has shown how overblown the productivity factor 
has been in reducing employment. 

4. The strong dollar policy adopted by the Clinton Administration and carried forward by 
the Bush Administration made our goods less globally competitive. 

5. Virtually all of our economic policies (taxes, trade agreements) and emphasis on 
education (college instead of vocational training) encouraged shifts of production 
offshore. 

What few of us appreciate is that while some changes (low-wage competition, 
automation, productivity) inevitably lead to lower employment in industry, it doesn't 
necessarily follow that we should give up on industry altogether. Germany, a nation with 
a thick regulatory environment, universal health care, high wages ($48/hour compared 
to $32/hour US in manufacturing), and relatively strong industrial unions, has more than 
20 percent of its economy in manufacturing and a balanced trade account with China 
(compared to the US-China annual deficit of $295 billion). While manufacturing 
employment and output have declined as a percentage of the overall economy in 
Germany, few in Germany see a future without manufacturing-or public policies to 
support it. 

Casting the poiitical equation aside, the manufacturing policy debate has ignited again 
in the United States for two simple reasons. 

The first was desperation to create jobs in the absence of a housing or tech sector 
bubble. Policymakers on the left and right have tried everything else, and by that I mean 
everything: steering our youth to four-year colleges, focusing on innovation, building up 
domestic energy capabilities, relying on Wall Street, expanding homeownership, low 
interest rates, and more. None of it has worked. Why not return to America's core 
competency? We do know how to make stuff. 
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The second was that there was a reasonable prospect for success. Government 
support for Chrysler and General Motors appeared to work: consumers have better 
choices, employment in the auto sector is growing (with 1 60,000 more jobs expected to 
be added through 2015), and the industry even agreed to a 54.5 mpg fuel economy 
standard and embraced electric vehicles, dramatically reversing their efforts to kill these. 
Manufacturing employment overall has increased by well over 400,000 since 2010, and 
forward-looking indexes have been positive for nearly three years now. Consulting firms 
are extolling the virtues of "reshoring" work from overseas, though at far lower wages. 

But the auto rescue was what I call "Emergency Room" manufacturing policy. President 
Obama and his team didn’t do a perfect job, but the alternatives were far more grim. 

Since then, the President has from time to time highlighted manufacturing proposals on 
workforce development and advanced research, and his Administration has adequately 
enforced trade laws, but he has yet to do three important things. 

First, leverage our market power to compel China to cease its mercantilism, which, Paul 
Krugman notes, inflates dangerous global imbalances and dampens economic growth 
around the world. Krugman-who was awarded a Nobel in economics for his free trade 
theory-is no protectionist. The fact that President Obama has not even named China as 
a "currency manipulator" indicates just how far we have to go. 

Second, put real money behind his words. Giving students the tools they need to enter 
the manufacturing workforce will take money, which instead is spent preparing them for 
standardized tests and a four-year college degree. Until technical training is adequately 
resourced and structured, our system will not even be on par with programs in mid-tier 
industrialized nations. 

Third, restate the big idea. In 2009, the President repeatedly said that we had to make 
fundamental shifts in our economy, to transform ourselves from a nation that buys too 
much and produces too little into a nation more in balance. Manufacturing, of course, is 
one of the ways in which we achieve such balance. And, it's a way to restore our middle 
class. 

Think of what we could accomplish if we thoughtfully rebuilt our nation's manufacturing 
base and public policies into a combination that could more successfully compete with 
manufacturing powerhouses like Germany and China. 

The irony is that from 1791 to 1945, we had a dominant manufacturing policy. It was 
made possible by a national industrial policy that was framed around public investment 
(the Erie Canal, for instance), tariffs (to support new or strategic industries), education 
(e.g., the Land Grant Act) and research. Around 1 900, the United States began to lead 
the world in manufacturing output, a title we only relinquished to China within the past 
two years. 
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Nearly all industrialized and industrializing nations have robust, modern industrial 
policies, which vary widely from place to place. What policies would rebuild sustainable 
manufacturing in our nation in the 21st century? We can't simply drop the German 
model into our economy. The mercantilism of China is destructive to other nations. The 
Hamiltonian industrial policy we employed earlier in our history is outdated. What we 
need now is a new, uniquely American strategy, that builds on our remaining strengths. 

While the debate about the role of government in the private sector is a legitimate one, 
there are very sound reasons for aggressive public policy to support manufacturing. No 
matter how innovative or competitive individual manufacturers may be, there are some 
problems they simply cannot solve on their own. Jared Bernstein of the Center for 
Budget and Policy Priorities summarizes it this way: 

* Research and development can be expensive and hard to capture profits. 

* No single firm could possibly coordinate national projects like the smart electrical grid, 
the Internet, or interstate transportation of goods. 

* Firms often need assistance in applying academic innovations to the production 
process. 

* Manufacturers often face barriers to accessing credit for entry, expansion, and 
innovation. 

* Manufacturers need assistance in exporting as well as pushing back against unfair 
trade practices. 

Keeping those points in mind, here are some possible strategies: 

* We need to identify strategic industries to support. The automotive sector, and in 
particular clean energy vehicles, is an obvious candidate. Add to that solar, wind, and 
other renewable energy manufacturing, which will be in growing demand. In an age of 
automation, it is quite possible to recapture high-tech manufacturing, from 
semiconductors to tablet production. Aerospace and national-security related industries 
must be on the list. Emerging technologies like nano and bio, as well as opto- 
electronics also make sense. Finally, industries where proximity to market is critical: 
heavy materials like steel and made-to-order consumer goods. 

* Next, we need to identify the right policies. The State of the Union was helpful in that it 
outlined some of the basic issues, such as tax policy. Tax credits for hiring, producing, 
and innovating domestically are a good start. 

* While 1 54 nations have a value-added tax (VAT) rebatable for exports, the United 
States does not. It is worth exploring what sort of tax changes make sense to incentivize 
exports rather than imports. 

* There must be incentives to make capital more patient, as it is in Germany. Requiring 
a longer holding of assets to receive preferential tax treatment is one way to do this. 
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* Our system of vocational education must be rebuilt from the bottom up, and provide a 
seamless period of skills development and training through high school, vocational 
school, and apprenticeship. Young men and women should be encouraged to fill 
manufacturing jobs (where demographic shifts will create millions of openings over the 
next five years) rather than fleeing them. 

* Our trade policy must become more results-oriented and less philosophical. Our trade 
deficit matters as much as the rest of our debt, but it receives scant attention. Penalizing 
China's currency manipulation is a good start. Such a move would empower Chinese 
consumers, raise the wages of Chinese workers, and make American production more 
competitive. Moreover, labor rights must be treated at least as well as investor and 
corporate rights, and not as an afterthought. Boosting the wages of workers overseas 
will, among other things, permit them to buy more of our goods. 

* We must develop a national economic development model that is built around the idea 
of competitive clusters to avoid a state vs. state race to the bottom, which is our status 
quo. 

* Public investment is critically important to build up a 21 st century system of 
transportation and energy transmission that reduces pollutants and increases 
efficiency. This investment must include preferences for American made steel, 
manufactured goods, and services to prevent leakage of tax dollars overseas. 

* Rebuilding the "Industrial commons," a system of public-private support for basic 
scientific research and applied research, will required a renewed allocation of 
resources. 

There are meta-trends and other forces that will have a profound impact on whether or 
not these strategies can be successful. First, rising costs in China are beginning to drive 
production to lower cost locations like Vietnam and Cambodia, but also to more 
automated systems in the United States. Second, the natural extension of the 
localization movement in food is making its way to consumer goods. We're already 
seeing urban manufacturing movements sprout up in places like San Francisco and 
New York City. 

This new manufacturing economy won't look like our old one. Apart from what we 
already have in the automotive, commodity-based production, shipbuilding, and 
aerospace sectors, we're unlikely to see anything like the old Fordist system, with 
massive factories each employing thousands of workers. If Apple does produce iPads in 
America, the factory will be highly automated, though staffed by well-paid engineers and 
technical professionals. Hundreds of thousands of Foxconn workers would be replaced 
by perhaps only hundreds of engineers. 

The advent of personalized manufacturing in the form of three-dimensional printing 
devices will also have some impact in dampening growth in manufacturing employment, 
unless we make 3D printing a strategic industry to grow in our nation, as well. 
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And the attitudes of business professionals must be dramatically altered. MBAs simply 
aren't trained to think about manufacturing in America. Nor are venture capitalists. Until 
that mindset is changed, their bias will continue to be making things elsewhere. Just as 
outsourcing was a trendy business model for the past two decades, let's hope 
insourcing gains as much traction. It's helpful to have the President invite business 
leaders to the White House who are committed to making things in America, it's also 
helpful to have ABC News broadcast "Made in America" segments to millions of 
viewers. But until the incentives change, publicity alone will create no more than a 
handful of jobs. 

Finally, we must resist the idea that wages of manufacturing workers must be slashed 
for us to be competitive. A nation with factory wages closer to Mississippi than Michigan 
will be a poor, debt-ridden nation. Making jobs good ones must be a priority. Investing in 
the worker must be the strategy, not the obstacle. Germany pays its autoworkers double 
what ours make. Labor is an easy scapegoat, but the truth says it simply isn't so. 

In ten years, it might be possible to push the percentage of our economic output in 
manufacturing from just under 12 percent, where it stand today, to 15 or even 20 
percent. As urban manufacturing blossoms, it is equally possible that the creative class 
wants to reconnect with production, which would give it an image boost. It's likely that 
new factories will be clean, energy efficient, and highly automated, meaning that the old 
smokestack image may no longer apply to most American production. 

I want to conclude with a few comments on issues of particular relevance to the 
subcommittee. 

I know many on the subcommittee, including Mr. Fattah, strongly support the work of the 
Hollings Manufacturing Extension Partnership (MEP) program. I join you. The MEP 
Make it in America Initiative and its supplier scouting program help to maximize the job- 
creating impact of tax dollars. The MEPs also provide support for those challenges that 
are simply impossible for individual firms to solve on their own. The MEP program 
deserves priority consideration for enhanced resources. 

Many of you on the subcommittee also support more aggressive trade enforcement 
activities, particular when it comes to subsidies, dumping, and unfair trade practices 
encouraged by China and other trade partners. While initiatives to boost American 
exports are deserving of support, please do not ignore imports. The vast majority of 
domestic manufacturing firms face stiff competition from overseas. They expect that. 

But what they also expect is for the government to stop unfair trade practices that cost 
American jobs, market share, and profits. Too often, that doesn't happen. No other 
industrialized nation permits trade deficits as large as ours, nor do they permit China to 
flaunt the rules. America cannot continue to be the world's dumping ground for excess 
Chinese production. 
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Mr. Chairman, I also want to acknowledge your "Bring Jobs Back to America" 
legislation, H.R. 516, and express my strong support for it. I commend you and your 
colleagues for including some of ifs provisions in fhe Fiscal Year 2012 appropriations bill 
that was signed into law, and I hope that they will be aggressively implemented. 

Finally, many members of the subcommittee, including Mr. Wolf and Mr. Fattah, have 
weighed in on various trade cases filed by the private sector in the past, including 
Chinese imports of oil counfry tubular goods (OCTG) in 2009. I want to express my 
sincere gratitude for your initiative. Enforcing our nation's trade laws works. This 
particular sector of the steel industry is now thriving in America. Put simply, that would 
not have been the case without a trade enforcement action. 

Mr. Chairman, the stakes for manufacturing are high. But the stakes for America and our 
future are even higher. Our children will live with the consequences of inaction, 
particular with a weaker American manufacturing base and a China that is stronger 
thanks to our own neglect: a monstrous trade and public debt to China; an expensive 
strategic competition in the Pacific, in space and around the developing world, and the 
validation of a dangerous idea that a nation can be successful through a combination of 
censorship, brutality and mercantilism, as opposed to the American ideal of democracy, 
human rights and a rules-based, open economy. 

The developing world -- representing the vast majority of fhe world's inhabifants-- is 
looking to see who wins. In the United States, it sees a fractured political system, a 
slow-growth economy and enormous public, private and trade debts. In China, It sees 
the opposite. This subcommittee plays a critical role in ensuring the strength of our 
manufacturing base and in holding our trade partners, most especially China, to account 
for gross violations of trade obligations that are robbing America of jobs and wealth. 
Thank you. 
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Mr. Wolf. Thank you very much. Mr. Moser. 

Testimony of Mr. Harry Moser 

Mr. Moser. Chairman Wolf, Ranking Member Fattah, Mr. Ader- 
holt, Mr. Yoder, thank you for the opportunity to testify today on 
how to achieve manufacturing joh repatriation. 

My name is Harry Moser, I am the president of the Reshoring 
Initiative, a nonprofit corporation sponsored by 28 manufacturing 
associations and companies. Our mission is to bring solid, well pay- 
ing manufacturing jobs back to the U.S. I founded the initiative in 
2010 because during my 45 year manufacturing career I had seen 
too many plants close in my hometown and around the country. 
Since then I have traveled the country full-time speaking to indus- 
try, government, labor, and academia about the importance of re- 
shoring and also providing the analytical tools to motivate and jus- 
tify corporate decisions to reshore. We provide a real partial solu- 
tion that is being implemented now, also a reason why work has 
not been reshored. 

Offshoring has been the major factor in the steep decline in U.S. 
manufacturing jobs. I agree with Scott entirely on this. For many 
companies the decision to offshore was mostly about finding the 
cheapest price. In addition many companies that offshored ignored 
a broad range of other costs, what’s often called the hidden costs, 
which typically make the total cost of ownership, I will refer to that 
as TCO, total cost of ownership 20 to 30 percent higher than price. 
Motivating these companies to reshore now requires them to under- 
stand the difference between cheapest price, which is how too many 
of them make the decision versus lowest total cost which is how 
they should make the decision in their own self-interest and coinci- 
dentally in the country’s self-interest. 

To help businesses fully understand this difference the reshoring 
initiative developed a free online tool called the total cost of owner- 
ship estimator that enables a company to assess all of the costs and 
risk factors into one cost for more objective decision making. 
Thanks to the leadership of Chairman Wolf and this committee the 
fiscal year 2012 CJS appropriations bill directed the Department of 
Commerce to report to the committee on the development of such 
a tool as part of a manufacturing job repatriation initiative. 

In my written testimony is a list of efforts between the Reshoring 
Initiative and the Commerce Department to implement this direc- 
tive. I will meet with NIST MEP tomorrow at Gaithersburg to fur- 
ther plan implementation. Industry is recognizing that it is time to 
reevaluate offshoring and decide when and what to offshore. 

My written testimony contains seven examples in the States of 
the subcommittee members of reshoring. I believe the most illus- 
trative is Wham-0 which brought back 50 percent of its Frisbee 
production from China to California and Michigan. You know, if we 
can make Frisbees competitively in the U.S. a broad range of prod- 
ucts are reshorable. 

Labor costs in China followed by the rest of Asia are rapidly ris- 
ing making offshoring less and less attractive. Three recent studies 
detailed in the written testimony conclude first by 2015 conver- 
gence of Chinese and U.S. total costs — I emphasize total costs — for 
sale in the U.S. Second U.S. manufacturers are now generally com- 
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petitive for sales in the U.S. market if all costs are considered. And 
third, 40 percent of companies are considering returning some 
manufacturing to the U.S. with cost the dominant reason, the lat- 
ter analysis done by MIT. 

If more companies had access to the TCO software we would see 
more companies creating and reshoring jobs. In multiple sampling 
of user cases from our database, 25 to 30 percent of the offshored 
work would return to the U.S. if companies decided based on this 
TCO, total cost of ownership, instead of price. 

The U.S. government should put as much effort into promoting 
reshores as it does into promoting exports. To help get the compa- 
nies to make these decisions we train them directly, I also have 
been training the current MBAs so they will make better business 
decisions tomorrow. And I would certainly appreciate an invitation 
to do this training at the world’s best university if the invitation 
could be made available. 

Reshoring will occur more rapidly if lawmakers help make the 
United States a better place to do business. Real trade enforcement 
and an end to currency manipulation, regulatory reform, broad tax 
overhaul are all critical to restoring business confidence and lev- 
eling the global playing field. 

The lack of skilled workers must be addressed. I believe it is 
probably the most critical problem if we are to be competitive in 
the future. This afternoon immediately after this hearing I am 
meeting with the assistant secretary of ETA, Jane Oates, to en- 
courage the Labor Department to provide the public with data that 
more fully describes the attractiveness of skilled manufacturing ca- 
reers, because the data they provide tends to direct more people to 
universities when we need more people in the skilled manufac- 
turing careers. 

In conclusion addressing these issues will minimize the U.S. total 
cost of ownership, and explaining the difference between lowest 
price and total cost will significantly improve the rate of reshoring. 
Thank you. Chairman Wolf, for holding this hearing to discuss 
these issues and giving me the opportunity to further explain TCO, 
total cost of ownership. Congress and the administration have an 
important role to play in encouraging reshoring and in making our 
society competitive enough to seize the rapidly growing reshoring 
opportunity. Thanks partly to your efforts the Commerce Depart- 
ment has made a good start promoting the economic and job cre- 
ation benefits of reshoring and the important role TCO can play in 
the decision making process. I am available for question and look 
forward to supporting your efforts. Thank you. 

[The information follows:] 
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“AMERICAN MANUFACTURING AND JOB REPA TRIA TION” 


INTRODUCTION 


Chairman Wolf, Ranking Member Fattah, members of the Subcommittee, thank you for the 
opportunity to testify today on how to achieve manufacturing job repatriation. 

My name is Harry Moser. I am the Founder and President of the Reshoring Initiative - a non- 
profit corporation, sponsored by 28 manufacturing associations and companies. I have attached a 
list of my sponsors as Exhibit A . Our mission is to bring solid, well-paying manufacturing jobs 
back to the United States. 

1 founded the Initiative because I had seen too many plants close over the course of my long 
career in manufacturing. One of the first was the closing of Singer Sewing Machine in my 
hometovvn of Elizabeth, New Jersey. Established in 1873, that Elizabeth plant vyas Singer’s first 
factory for mass production and, in its day, the largest building in the world. After over 100 years 
in business, it was forced to shut down as the company lost market share to inexpensive .lapanese 
imitations. 1 saw the same thing happen to other great companies and towns across America. 

That is what inspired me to take action. In 2010, the Reshoring Initiative was formally 
established. I have travelled full time all over the country ever since, speaking to groups from 
industry, government, labor and academia about the importance of rebuilding American 
manufacturing through reshoring and providing the analytical tools to motivate and justify 
corporate decisions to reshore. 

RECOGNIZING THE TRUE COST OF OFFSHORING 

Few would argue that offshoring has been a major factor contributing to the steep decline in U.S. 
manufacturing jobs over the last few decades. During the boom ot the 1950s, manufacturing 
represented more than a quarter of the country's economy and about a third of its employment. 
Today, manufacturing accounts for only about 12 percent of the economy and less than 10 
percent of employment. If not for American ingenuity and productivity gains, manufacturers 
would have fared even worse. 

For many companies, the decision to move production overseas has little to do with exploring 
overseas markets, but mostly to find the cheapest “price” to produce and then sell back into the 
United States. Often these companies ignore a broad range of other costs which, when added to 
price, make up the total cost of ownership (TCO). Examples of costs often ignored include: the 
can ying cost of much higher inventory levels, shipping expenses, the travel cost to check on the 
supplier, intellectual property risks and the negative impact on innovation from separating 
manufacturing from engineering. First, offshoring degrades domestic innovation. Second 
companies often then shift engineering offshore to reunite with manufacturing. Innovation a 
key driver of economic growth and American competitiveness - is thus lost. Innovation in 
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manufacturing is needed to help harness renewable resources, produce fuel-etficient 
automobiles, retool factories, and protect our national security in the years to come. 

THE TOTAL COST OF OWNERSHIP (TCP) ESTIMATOR 

Critical to convincing companies to reshorc is getting them to understand the difference between 
“cheapest price" and “lowest total cost.” 

In order for businesses to fully understand this difference, the Reshoring Initiative, 

WWW. reshorenow.org . has developed a free online tool called the Total Cost of Owmership 
Estimator™ that enables a company to better assess all of the costs and risk factors into one cost 
for simpler, more objective decision making about the benefits of reshoring and creating 
American jobs. The fiscal year 2012 CJS Appropriations bill directed the Department of 
Commerce to report to the Committee on the development of such a tool as part of a 
manufacturing job repatriation initiative. The Reshoring Initiative has been engaged in 
discussions with the Department on this topic and progress is being made. Attached as Exhibit B 
is a list of efforts between the Reshoring Initiative and the Commerce Department. 

The TCO Estimator is an essential tool to educate businesses about the benefits of reshoring and 
creating .American jobs. 

INSOURCING IS TRENDING UP 


It seems industr)' is recognizing that it is time to reevaluate offshoring and decide when and what 
to reshore. Reshoring is happening in a broad range of states and industries and in companies of 
all sizes. GE President ,leff Immelt just announced an $800 million investment that will bring 
back 600 jobs to its appliance manufacturing complex in Louisville, Kentucky. At the recent 
Insourcing Forum in which I participated at the White House, the President recognized DuPont’s 
recent $150 million investment in an expansion of its photovoltaic film production in Circleville, 
Ohio - Congressman Austria’s district - creating over 70 jobs. Ford, Caterpillar, and a slew of 
other businesses, large and small, are creating and bringing jobs back to the United States. They 
are to be applauded for making this investment in America’s future. Below are just a few more 
examples; 



Product 

State 

Exxel Outdoors 

Outdoor Gear 

Haleyville, AL 

Wright Engineered Plastics 

Molded plastic parts 

CA 

WllAM-0 

Frisbees 

CA 

NCR 

ATMs 

Columbus, GA 

Coleman 

Coolers 

Wichita, KS 

Suarez Manufacturing Industries 

Portable Heating Svstems 

North Canton, OH 

Caterpillar 

Hydraulic Excavators 

TX 


The reasons for reshoring cover a broad spectrum, but the fact is that labor costs in China are 
rapidly rising, making offshoring less and less attractive. The Boston Consulting Group’s Made 
In America, Again report forecasts that, by 2015, increases in Chinese wages will make the total 
eost of most Chinese-manufactured and American-manufactured goods equivalent when sold 
here in the United States. Booz and Co.’s Manufacturing Wake-Up Call .showed that U.S. 
manufacture is now generally competitive for sales in the U.S. market, if all costs are considered, 
but still generally too expensive for exporting to China. A 2012 survey by the MIT Forum for 
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Supply Chain Innovation found that roughly 40% of responding companies are considering 
returning some manufacturing to the U.S., with “cost” being the dominant reason. 

If more companies had access to the TCO software, we would see more companies creating and 
reshoring jobs. Take, for example, one seven case sample which showed l].S. prices averaged 
142% higher than China. In those same seven cases, using TCO software, the U.S. total cost 
averaged only 23% higher. In three of the cases, the U.S. TCO was actually lower than China, 
averaging 37% lower. Using TCO instead of price brings the percentage of the work that these 
companies would source here up to 40% from 15%. Other samples have yielded similar results. 
The United States government should put as much effort into promoting reshoring as it does into 
promoting exports. It is easier for U.S. businesses to compete on our home field and it creates 
good, stable jobs. 

WHAT ELSE CAN GOVERNMENT DO? 


Reshoring will occur more rapidly if lawmakers do their part to make the United States a better 
place to do business, American manufacturers face an uphill battle to compete with their foreign 
competitors. In just a few weeks, the U.S. will have the dubious distinction of having the highest 
corporate tax rate in the developed world. Real trade enforcement, an end to currency 
manipulation, regulatory reform and a broad tax overhaul are critical to restoring business 
confidence in the United States and leveling the global playing field. 

There is positive action taking place on these fronts. Ways and Means Committee Chairman 
Dave Camp and President Obama are both to be commended for moving the dialogue on tax 
reform forward. The House has also proven leadership on regulatory reform by passing the 
REINS Act last year, and the President’s new Interagency Trade Enforcement Center is a good 
first step toward ensuring that our trading partners play by the same rules that we do. But, more 
needs to be done sooner rather than later. 

A major American manufacturing crisis that must be addressed now if we are to be competitive 
in the future is the lack of skilled workers that are capable of meeting the demands of today’s 
technology-driven workplace. The manufacturing workforce is aging and the talent pool to 
replace retiring workers is shrinking. There are currently 600,000 manufacturing jobs unfilled, 
and 2.7 million manufacturing employees are expected to retire in the next ten years. 
Manufacturers are struggling to fill open positions for engineers, IT specialists and skilled 
tradesmen. China and India are educating 10 engineers for every one educated in the United 
States. I am meeting with Assistant Secretary of Employment and Training Administration Jane 
Oates this afternoon to pursue getting the Labor Department to provide the public with data that 
more fully describes the attractiveness of skilled manufacturing training. The Department could 
play an important role in overcoming our severe skilled labor shortage which continues in the 
face of high unemployment and high underemployment of university graduates. 

Our challenge is huge. The solution begins w'ith greater emphasis on STEM subjects in K-12; 
more vocational technical training in high schools and community colleges; and a national skills 
certification program so that workers are equipped to tackle new jobs and employers know what 
to expect of new hires. We also need to do a better job of persuading those with advanced 
degrees that careers in manufacturing are exciting and lucrative. The tasks are monumental. It 
will take a real collaboration of industry leaders, teachers and government agencies. 

CONCLUSION 


Tackling the skilled labor shortage and the other issues 1 have discussed is going to take a long- 
term commitment, a reorganization of existing resources, and a willingness to make important 
investments in our future. I am confident that if om government, industry, labor and academic 
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communities work together and better utilize existing resources, we can make great strides in 
revitalizing American manufacturing and promoting strong economic growth. Simply beginning 
to seriously address some of these issues will significantly improve the chances of convincing 
companies to reshore existing business and invest in new factories in the United States. This is 
all part of minimizing the United States total cost of ownership - making the U.S. a more 
attractive place to do business and explaining the difference between lowest price and lowest 
total cost. 

Thank you Chairman Wolf for holding this hearing to discuss these issues and giving me the 
opportunity to further explain the total cost of ownership. Congress and the Administration have 
an important role to play in encouraging reshoring and in making our society competitive enough 
to seize the rapidly growing reshoring opportunity. Thanks partly to your efforts, the Commerce 
Department has made a good start promoting the economic and job creation benefits of 
reshoring, and the important role total cost of ownership can play in the decision-making 
process. 

1 will be available for questions and look forward to speaking to each of you about how the 
Reshoring Initiative and its TCO Estimator can help your constituents and create American jobs. 
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Exhibit A 


The Reshoring Initiative Sponsors: 


Amada 

AMT - The Association For Manufacturing Technology 
Association for Manufacturing Excellence 
BIG Kaiser Precision Tooling, Inc, 

Brooks Associates 
Commerce Lexington Inc. 

Doosan 

dgs Marketing Engineers 

Equipment Appraisers Association of North America 

Gardner Publications 

GF AgieCharmilles 

Hand Tools Institute 

IBS 

Industrial Fasteners Institute 
Mazak Corporation 

National Tooling and Machining Association 
North American Die Casting Association 
Polyurethane Foam Association 
Precision Machined Products Association 
Precision Metalforming Association 
Seco Group 
Sescoi 

Society of the Plastics Industry 
Steel Founders Society 
Swiss Machine Too! Society 
tci Precision Metals 
United Grinding 
Velocity Scheduling System 
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EXHIBIT B 


The fiscal year 2012 CJS Appropriations bill directed the Department of Commerce to report to 
the Committee on the development of a total cost of ownership tool, such as the Reshoring 
Initiative’s Total Cost of Ownership Estimator™, as part of a manufacturing job repatriation 
initiative. The Reshoring Initiative has been engaged in discussions with the Department on this 
topic and progress is being made. Below are some of the efforts taking place: 

1 . There is now a link to the Reshoring Initiative website on the Commerce Department’s 
new manufacturing.gov homepage. 

2. 1 held discussions with the National Institute of Standards and Technology’s (NIST) 
Manufacturing Extension Partnership (MEP) staff regarding their using TCO software. I 
will pursue these discussions at NIST on March 29. We have proposed working together 
on a range of actions to facilitate use of the tool: successive webinars for MEPs, clients 
and clients’ customers; distributing our cases template to report and post cases and our 
email template for clients to use to engage their customers, the companies that offshore, 

3. The Supply Chain Optimization team of 5 MEPs independently selected our TCO 
software to integrate into the system they are developing to help U.S. client companies 
develop more efficient supply chains. 

4. At the NIST MEP Manufacturing^ Innovation 2012 conference, I wall train MEP center 
leaders on the use of the TCO software and how to convince large companies to adapt the 
software. 

5. Barry Johnson, SelectUSA Executive Director, arranged for me to join him in an April 
26, 2012 panel at the 2012 Governor’s Innovation Conference in Nashville, TN. Further, 
SelectUSA is connecting Economic Development Organizations and domestic companies 
to the Reshoring Initiative and TCO, 

6. I believe EDA could also be an effective part of the effort. 
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Mr. Wolf. Thank you, Mr. Moser. Mr. Phillips. 

Testimony of Mr. Jim Phillips 

Mr. Phillips. Chairman Wolf and Ranking Member Fattah, dis- 
tin^ished members of the subcommittee I appreciate the oppor- 
tunity to be here today. 

I appreciate your opening comments, Chairman Wolf. I share a 
lot of the same sentiments, but I also share the sentiment that im- 
possible is just an opinion and to that extent there is just a — this 
is really a great time to be alive in the United States and world- 
wide. To that extent, you know, our generation has seen and is ex- 
periencing right now the advent of these amazing inventions of the 
chip, software, storage, and the internet, and what that has created 
worldwide and certainly the university has been early in taking ad- 
vantage of that, is an acceleration of invention. This never hap- 
pened before and so much of an acceleration of an invention that 
probably more will be invented in the next 10 to 20 years than in 
the history of all mankind. To that extent the United States is 
going to have to keep its eye on the ball in every kind of way. 

The next two decades are going to see huge shifts in have and 
have-not nations, have and have-not communities really based on 
new technologies. We called the first one the digital divide. Any- 
body that has gone through that and experienced that in the 90s 
at first probably didn’t believe it and now with digital destruction 
of many, many industries and almost economies people have taken 
notice of this, and now we have the opportunity to enter a phase 
called smart manufacturing and it will have a huge impact on com- 
petitiveness for this country, for all countries. As never really be- 
fore in our history today we should be more than ever encouraging 
and trying to accelerate the American cycle of ideation, invention, 
innovation, implementation or the execution of those into busi- 
nesses, commercialization, and even improvization of those inven- 
tions as fast as we can. 

I have had the opportunity to participate over the last nine years 
in the Council on Competitiveness and more recently on the U.S. 
Manufacturing Competitiveness Initiative that have circulated this 
publication to Congress. I hope all of you had a chance to take a 
look at it. It is put together by 30 or 40 of the top CEOs in America 
facing all the things you have heard today in the testimonies in 
terms not only of competition but regulations and things that we 
don’t have a lot of control of, but you know, to our shareholders 
things that we have to report on to try and make a profit every 
quarter and make things happen in a positive way for our com- 
pany. 

The report contains many important insights, I would like to 
share a few of them with you today. You know, unfortunately the 
image of manufacturing as dumb, dirty, dangerous, and dis- 
appearing — and I have heard a little bit of that today — is actually 
far from accurate. Today manufacturing is actually very smart, 
more — probably smarter than ever before, safe, sustainable, and in 
effect surging, not only here but all over the world, and it has 
evolved over the last 20 years amazingly fast into things like dig- 
ital, mechanical, materials technologies that are changing every- 
thing literally in minutes, and it is revolutionizing design of all 
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products, fabrication of all products, the entire process of manufac- 
turing goods. This includes high-tech modeling, simulation robotics, 
you hear about these all the time, artificial intelligence, AIs every- 
where. When you land on a — I am an old Air Force guy who flew 
a little bit in the Air Force — ^you know, when you land on a plane 
today and you have a category three landing meaning you have got 
a ceiling of about 300 feet and you are landing for the last 15 years 
we have turned it over to a thing called artificial intelligence. For 
the sake of the customers in the back of the plane we call it auto 
pilot, but it has been around for quite a while. That AI has now 
seeped itself into manufacturing in a very fast way into robotics 
and other applications, but a lot of people didn’t even believe AI ex- 
isted, probably don’t believe it exists today, but it is moving very 
fast. 

Nothing is moving any faster in terms of absolutely transforming 
business and manufacturing worldwide though than nanomanufac- 
turing, producing a whole new generation of products that are bet- 
ter, safe, lighter, stronger, and actually less expensive and all at 
the speed of innovation. I have the privilege of running a nano- 
manufacturing company. 

We actually — ^you know, I heard about education and so forth 
and obviously offer education but at the speed of innovation today 
while STEM is fantastic and we need to support it, STEM won’t 
save America’s manufacturing or technology in the next five, ten 
years, it is going to take that long for STEM to have an effect be- 
cause we are that far behind in terms of our science and education. 
I don’t know if anybody in here has a child in high school today, 
but I guarantee you they do not have a shop class. Shop classes 
don’t even exist today in our high schools like they do in countries 
like China. 

So in the 90s, you know, the world experienced an impact of 
what we call that digital information revolution and it was more 
profound than even the industrial revolution that we all read about 
in high school and college that occurred at the turn of the 19th cen- 
tury with the invention of machines which of course led to the in- 
vention of factories. America clearly led this digital revolution driv- 
ing our global economic might and performance to new heights. 

Hopefully we can lead the next revolution that is coming, be- 
cause as exciting and productive as the information revolution was 
for our country it may pale in comparison to the next revolution in 
manufacturing, which is to a great extent the nanotechnology revo- 
lution. We are already in another moon race, it is already hap- 
pening. Private-public investment to the tune of billions of billions 
of dollars led by countries like China, others, and the United 
States, this time to see which major country emerges as a leader 
in the nanotechnology revolution. It is without question, it is with- 
out question the most disruptive science and technology ever and 
it will lead the way in almost all future innovations whether it be 
in production processes, health care, all consumer products and 
electronics, and yes, even in weapons and national defense, literally 
bringing comparisons very quickly to the days of bow and arrows 
and the coming of guns and bullets. It will change that fast. 

With a new world that is much flatter, faster manufacturing in 
the United States now centers on high value added activities that 
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require highly skilled workers, knowledge from inventors, and so- 
phisticated infrastructure. My four sectors, my four divisions of my 
company are led by four fantastic scientists, all of which came here 
from foreign countries. To grow my companies fast in a competitive 
arena like today I need people who are the best, they don’t have 
to necessarily have been born in this country, but in this case they 
have all become American citizens, I am very proud of that, their 
wives are also typically Ph.D.s, they teach in our schools in north- 
west Arkansas where my business is. It is a good thing and we 
ought to make it easier to retain our future Einsteins, or Wernher 
von Brauns, instead of having a visa program that when they fin- 
ish school subsidized typically in the United States that we almost 
literally ask them to leave after a year. 

Emerging manufacturing nations’ growing consumer class and 
revolutions in digital and other technologies create a 
hypercompetitive manufacturing environment and not surprisingly 
firms are growing more sophisticated in their ability to react to 
these changes and where possible leverage them to their advantage 
to the marketplace, thus my scientists. 

It is important to be here today because a broad array of govern- 
ment policies have important impacts on innovation and the pro- 
duction process from research funding to taxes to market access. 
The policy program strategies and business models that worked in 
the past are inadequate to secure America’s future in the digital 
and now the nano age. For example, U.S. policies are not aligned 
with the full life cycle perspective of innovation that includes pro- 
duction at scale. Government, business, labor, and academic lead- 
ers must completely rethink and retool the Nation’s business envi- 
ronment to seize arising opportunities and address these short- 
comings. 

The leveling effects of globalization that have been testified pre- 
vious to me in here are now diminishing though in some ways both 
in our innovation, the rise of our innovation, and the low cost ad- 
vantages offered in emerging economies, which potentially opens 
the door to increased manufacturing in the United States, but only 
if we get in behind every day, you know, supporting innovation, 
supporting the agencies, to support innovation in this country. Fed- 
eral investment is critical in science and the science underlying 
products represents the best of the American R&D enterprise when 
the resulting innovative products proliferate through the industrial 
base. The economic benefits are a return on the taxpayer’s invest- 
ment. 

Over the last decade the nanotechnology field has turned the cor- 
ner from science fiction to multibillion dollar business and has 
made major game changing innovations in clean energy, elec- 
tronics, biotechnology, and especially manufacturing. Earlier in my 
career I had the chance to — I introduced the cable modem to the 
United States, I introduced instant messaging to the United States 
through a couple of American companies, one was Skytel and the 
other was Motorola. Both times I introduced those technologies the 
cable modem I typically was met with who needs it, what good will 
it be? Of course it became broadband in the United States for in- 
stant communications. The same thing I felt when I was putting 
out instant messaging to the extent that well, only plumbers need 



315 


that, doctors need that, and then we sold that company for $3 bil- 
lion to another American company, and gee, it took off. 

So a lot of times in innovation you have to pay very close atten- 
tion to it like nanotechnology in the early stage because it moves 
so fast. You have no idea how important it can be to the produc- 
tivity of a Nation. At NanoMech in northwest Arkansas where my 
company is, my manufacturing operations are down the street from 
companies called Wal-Mart that do a billion, $180 million a day in 
revenue for this country even on Saturdays and Sundays, and an- 
other company called Tyson. We have invented and are producing 
for this nation near frictionless nanolubricants that will drastically 
increase efficiency and performance of all machines and decrease 
America’s dependence overnight on foreign oil. We are providing 
nanocoatings that allow manufacturing cutting tools to last 1,000 
percent longer, saving million of dollars every year in cost, perhaps 
billions, raw and increasingly precious materials are saved that are 
becoming more and more precious with what’s going on in China, 
and paving the way for new amazing machines we have barely 
dreamed of, as well as lighter, more durable body armor for sol- 
diers and public safety officers. 

For more than 200 years the United States has prospered be- 
cause it is the home for people from every nation who are drawn 
to freedom, the pursuit of happiness, confident in their abilities to 
carve out a better life. You know, in technology time is never on 
your side. Congress cannot forget that in support of manufacturing 
and research in this country. We must capitalize immediately on 
our great university system, it truly is the best. Our national labs 
and our tremendous agencies like the National Science Foundation 
to be sure that this unique and best in class innovation ecosystem 
is organized in a way that promotes tech transfer, and commer- 
cialization in dramatic laser-focused ways so that we can capture 
the best ideas into patents quickly, that are easily transferred into 
our capitalistic economy so that our Nation’s best ideas and inven- 
tions are never, ever left stranded for others to take, but instead 
accelerate it to market here in the United States at the speed of 
innovation so that we do build these good jobs we always talk 
about, these knowledge jobs and improve the quality of life and se- 
curity for our citizens faster and better than any country on this 
planet. I really appreciate the opportunity to have a chance to 
speak these comments to this panel. Thank you. 

[The information follows:] 
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Chairman Wolf and members of the Subcommittee, my name is Jim Phillips. Thank you for 
inviting me to appear here today. It is a rare privilege to have the opportunity to comment to you 
on the importance of advanced manufacmring and restoring U.S. competitiveness quickly to 
revitalize our most important economic engine of innovation. 

I have had the opportunity to be involved in some of the most exciting developments of the 
digital revolution that have transformed our everyday lives. By way of baekground, 1 helped 
lead the teams that ereated and launched instant messaging, the cable modem, broadband, 
immersive imaging — the technology that makes virtual tours possible, the eBay imaging 
system, and many other now-ubiquitous products. 1 now serve as Chairman and CEO of 
NanoMech, a leading nano-manufacturing and research company. 

NanoMech is a highly innovative nano-manufacturing firm, based in Northwest Arkansas, down 
the street from the likes of Walmart and Tysons headquarters, with a portfolio of international 
award winning inventions and commercial products, including innovations in machining and 
advanced manufacturing, lubrication and energy, packaging for a fresh produce supply chain, 
biomedical implant coatings, and strategic military applications. We feel we arc poised for 
dramatic expansion of our manufacturing operations. 

The United States is locked in a moon race with other major countries trying to take the lead in 
material science and bio nanoscale engineering research, development and commercialization in 
what is sure to be the next industrial revolution of progress. While these competitive countries 
lost out. to an extent, to the U.S. in the Information Technology revolution, they are determined 
to put enormous amounts of public and private capital to work to win this even more important 
race. Given the monopolistic efforts of China alone to control all of the world’s dwindling 
resources, the U.S. is now at a great risk in not having material and rare earth metals that are core 
to our most important manufactured goods that are essential to our daily lives. Nanoscale 
engineering is our greatest hope in providing a way to do more with less in amazing and 
sustainable ways to keep America secure and the world leader in commerce, technology and 
defense. 


Manufacturing Today 

Over the past two years, I have had the opportunity to participate in the Council on 
Competitiveness U.S. Manufacturing Competitiveness Initiative, which developed and released 
the report, MAKE, late last year. The report contains many important insights, some of which Td 
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like to share with you today, as I take this opportunity to offer my perspective as an entrepreneur, 
innovator and manufacturer. 

Much of manufacturing in the United States centers on higher value-added activities that require 
highly-skilled workers, unique knowledge from innovators or sophisticated infrastructure. Other 
U.S. manufacturers are in sectors that require proximity to end consumers due to transportation 
or other factors. Still other producers have unique quality-assurance relationships with larger 
firms or support America’s defense base. 

Ironieally, despite an ongoing recession and unemployment hovering around 8.6 percent, U.S, 
manufacturers face a significant talent shortage. A recent study by Deloitte and the 
Manufacturing Institute found that 5 percent of manufacturing jobs remain unfilled simply 
because people with the right skills are not available. That translates to 600,000 available U.S, 
jobs. 

Not only are manufacturing and services interdependent, they are distributed globally. For most 
of the 20th century, “Made in America” meant just that: design, development, fabrication and 
associated transactions were performed in U.S, factories and offices by U.S, workers. Today, 
many goods are no longer designed, produced and sold within a single country. Instead, the 
activities needed to bring a product from concept to consumption are routinely performed in 
different countries. 

Many manufacturers believe that global competition has made them stronger, more productive 
and more competitive. Gains in productivity and output, however, are not translating into broader 
economic gains. 

Furthermore, many U.S. states and localities do too little to attract manufacturing facilities, 
imposing complicated and time-consuming procedures on top of federal rules to site and build 
production facilities. The permitting process for a manufacturing facility in the United States 
might take months, if not years, whereas in some countries, the time required is merely a few 
weeks or less. 

Manufacturing also suffers from its public image. Many American’s still think about 
manufacturing in terms of product fabrication — humming factories for the transformation of 
materials into new products, basically, “bending metal” in operations that are easily sent 
elsewhere. However, manufacturing today is part of a much more complex, high value-added 
and tightly integrated global web. 

Consider, for example, NanoMech’s product platforms. We are developing cutting edge 
technology that enable more efficient industrial processes, and therefore, can save billions of 
dollars across several industries while dramatically increasing performance. These include: 

• Lubricant Additives: We have developed advanced nano-lubricant additives that 
dramatieally reduce friction in machines to the point of near zero, and thus deliver 
extraordinary energy savings. This w'ork supports multiple industrial sectors including heavy 
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machinery, advanced machining, gas and oil transport, wind turbines, transportation, and 
others. 

• Machining and Coatings; NanoMcch has developed the world's first cubic boron nitride 
coating for manufacturing cutting tools allowing them to cut up to 1 000% longer and in ways 
that allow' the creation of new type machines. It is not only an alternative for machining 
hardened steels but it enhances productivity by orders of magnitude. Through this innovation, 
the company has also developed strategic know how in ultra fast coating of nanoparticles for 
various applications such as machining, wear resistant surfaces, and anti-corrosion. 

• Additives for Sustainable and Security Products: NanoMech has developed additives for 
fabric, polymers, and wood-polymer composites for delivering sustainability and security. 

For example, NanoMech is currently providing an anti-microbial coating for armor vests for 
defense systems as well as for use in the food industries. 

• Metal Nanopowders; Metals are a strategic commodity for the United States. Nanoparticles 
of metals allow us to deliver "more value for less usage." We have the ability to produce 
large quantities of rnetal nanopowders including copper, nickel, and rare earths such as 
lithium, silver-indium alloy, aluminum, selenium and others. These materials are strategic 
and critical for multiple U.S. industries including energy, aerospace propulsion, electronics, 
and agriculture. 

A broad array of government polices both foreign and domestic have important impacts on the 
innovation and production process, from research funding to taxes to market access. Presently, 
U.S. policies are not aligned with the full life-cycle perspective of innovation that includes 
production at scale. 

The policies, programs, strategies and business models that worked in the past are inadequate to 
secure America’s future in the digital and nano age. Government, business, labor and academic 
leaders must rethink and retool the nation’s business environment to seize arising opportunities 
and address several shortcomings. The leveling effects of globalization are diminishing the lo,st 
cost advantages offered in emerging economies and potentially opening the door to increased 
manufacturing in the United States. 

Structural Changes in the Global Economy Create Opportunities and Challenges 

The global migration toward free enterprise and open markets is driving growth in emerging 
economies. Several nations have rapidly developed into formidable manufacturing competitors. 
China’s manufacturing output, for example, is now approaching that of the United States. As 
development spreads, a new consumer class is burgeoning around the world. About 1.8 billion 
people occupy the con.sumcr class today. By 2030, this number could reach 5 billion, with 95 
percent of the growth occurring in emerging and developing economies — creating large new 
demands for manufactured goods. 

Global companies see significant sales and investment opportunities in emerging economics. 
Emerging market’s share of global foreign direct investment (FDI) inflows has grown from 
about 20 percent in 2000 to more than half today. In the 201 1 “World Investment Prospects 
Survey.” global companies saw China, the United States, India, Brazil, Russia and the United 
Kingdom as top prospects for future foreign investment. 
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U.S. -based operations must also compete with aggressive mercantilist policies from foreign 
governments. Many countries have put in place policies and financial incentives to attract 
investment, manufacturing facilities, foreign intellectual property and talent while protecting 
domestic business interests. 

The digital revolution and the pace of technological change also profoundly impact the way that 
business and production are organized. Digital technologies have made many facets of the global 
economy nearly borderless. In an earlier era, the location of natural resources often determined 
where manufacturing would take place, In today's economy, knowledge, know-how, technology, 
creativity and capital are the most important resources for production, and they are highly 
mobile. 

Put together, these trends — emerging manufacturing nations, growing consumer class, neo- 
mercantilist policies and revolutions in digital and other technologies — create a hyper- 
competitive manufacturing environment. Not surprisingly, firms are growing more sophisticated 
in their ability to react to these changes and, where possible, leverage them to their advantage in 
the marketplace. 

Global firms are becoming more sophisticated and recalculating the total cost of 
production 

Successful global firms rely on their ability to react rapidly to changes across the global 
marketplace. In the early stages of offshoring, inefficient manufacturing operations were often 
relocated from higher-cost economies to low-cost labor economies to maximize returns and 
ensure that products were price-competitive. 

Fortunately for America, neither the marketplace nor corporate decision-making is static. Many 
firms are recalculating their total cost of production to take into account changing conditions and 
new factors. The wage gap, for example, between the U.S. and key competitors is narrowing. 
Many factors influence where companies invest in new manufacturing capacity, including labor 
costs, supply networks, financial, tax, legal and regulatory systems, access to skills and 
resources; speed to market, intellectual property protection and market access. 

The factors that might incentivize a return to or a departure from U.S. -based manufacturing will 
vary by firm and industry. Industries that rely on intellectual property are drawn to the strong 
protection offered by the U.S. after experiencing the challenge of piracy elsewhere. Other firms 
have found that long supply lines in Asia add cost and reduce flexibility to serve customers in 
North America and Europe. Still others seek access to cutting edge U.S. automation and robotic 
technology. 

Talent is one of the key drivers for manufacturing competitiveness. 

The United States needs highly-skilled workers to realize the productivity gains essential to 
remain globally competitive. Yet current and anticipated human capital deficiencies exist across 
the board. Not only are current openings for highly skilled w'orkers challenging, manufacturing 
workers are retiring at a much faster rate than they are being replaced. The growing shortfalls 
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represent a critical need for a wide range of skills across many occupational cuts, from the most 
rudimentary to the most sophisticated PhD level. 

Current and future realities command an intergenerational approach toward developing 
homegrown talent. Tvvo of the biggest pressures on joblessness and job generation are the 
bookends of the workforce: the would-be new entrants, 16-24 year olds who need the skills to 
take on increasingly complex tasks, and mature workers, 55 years and older who are now the 
dominant demographic group in the workforce and exploding in numbers. Mature w'orkers will 
fuel over 90 percent of the increase in the U.S. labor market between 2008 and 2018. 

Current and future talent and skills requirements can be met. Old stigmas associated with 
vocational training must be cast aside. Career and Technical Education (CTE) coursework, 
certifications and just-in-time training on the job, in the classroom, at experiential training cen- 
ters or online offer the most expedient and often most effective pathway for acquiring necessary 
skills. This is true for both new entrants and incumbent workers. The most effective community 
colleges have long been engaged with the local business community, responding to the needs of 
employers by tailoring curricula to w’orkplace demands. But to respond to America’s 
manufacturing challenge, community colleges must take an even more active role in forging 
these connections, rather than in pockets as happens today. 

Another major focus continues to be graduating more students with advanced degrees in Science, 
Technology, Engineering and Mathematics (STEM) disciplines, as well as improving STEM 
literacy in general. The U.S. Department of Commerce expects STEIM occupations to grow 17 
percent over the next several years, compared with 10 percent in other occupations. The White 
House Office of Science and Technology Policy recently inventoried federal STEM promotion 
programs, counting 252 programs across 13 federal agencies valued at $3.5 billion annually. 

Current visa policies are reversing decades of openness to foreign scientific excellence. Foreign 
nationals with advanced degrees from American institutions are returning to their countries of 
origin and pursuing employment opportunities unavailable to them in the U.S. With them, they 
take the skills and knowledge necessary to create next-generation goods and services, and reduce 
America’s competitive advantage while increasing that of the country to which they return. No 
one disputes the need for safe-guards and assessment of foreign entrants. However, a system that 
is transparent and efficient and also offers fresh incentives for the best and brightest can offset 
current obstacles. 

America Must Leverage its Edge in Innovation, Technology and Computing 

America’s technology and innovation capacity remains among the greatest in the world. In 
cnicial fields like biotechnology, biomimicry, nanotechnology, materials science and computing, 
U.S. researchers and entrepreneurs define the leading edge. American universities and research 
laboratories are unparalleled, pushing the boundaries of knowledge in life, physical and social 
sciences. Despite the nation’s budget woes. Congress has thus far been reluctant to impose 
drastic cuts to scientific research funding that is viewed correctly as an engine of economic 
growth. America remains the world’s largest investor in R&D and is among the upper ranks in 
R&D investment as a share of GDP. 
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At the same time, other nations are making rapid progress relative to the United States in the 
talent, investment and infrastrueture needed to foster innovation. On several education 
performance metrics, the United States trails its global competitors. Furthermore, a number of 
policies and practices limit American innovation today. Licensing practices, export controls and 
immigration policy, for example, were designed for a different era. Removing those impediments 
could generate greater levels of innovation and commercialization from today’s assets and 
investments. In addition, the United States had the most generous R&D credit of any nation in 
the 1980s, but today, 16 other nations have a more generous tax break for R&D, which means 
many U.S. firms are sending R&D overseas. 

In 1960, the United States accounted for more than two-thirds of global R&D, Today, two-thirds 
of global R&D is performed somewhere other than the United States. Although a more 
prosperous and innovative world is a welcome trend, the shift has significant implications for 
U.S. manufacturing and security interests. America has long been the global leader in creating 
new, high value-added goods and services. That lead will undoubtedly narrow and the greater 
issue will become whether Americans continue to develop and produce sufficient numbers of 
high-margin products to sustain and improve living standards, 

America Also Must Better Leverage Its Entrepreneurial Enterprise 

By combining innovation, entrepreneurism and risk capital, America has spawned more 
globally-recognized brands in more sectors than any other economy over the past several 
decades. The U.S. entrepreneurial enteiprise is a critical advantage, since as much as one-third of 
the difference in economic performance among countries is attributed to the difference in their 
levels of entrepreneurial activity. Highly skilled entrepreneurs and business start-ups also create 
middle-skill jobs though the number of new businesses has declined significantly. 

Consistent with other facets of the hyper-competitive manufacturing environment, many nations 
around the world — plus states and localities — are working to narrow the U.S. entrepreneurship 
advantage. They are creating tax incentives, sovereign wealth funds, skilled immigration 
incentives, regional innovation clusters and global collaboration fonims with varying levels of 
success. 

The Global Entrepreneurship and Development Index (GEDI) ranks the United States third 
overall out of 71 countries — first in entrepreneurial aspirations, sixth in entrepreneurial attitudes 
and eighth in entrepreneurial activity. According to the Index, American entrepreneurship is 
slowing due to three key factors: the end of the 1990s high-tech bubble and fewer tech startups, 
the current recession and lack of investment, and immigration policies that have limited the entry 
of skilled w'orkers into the United States. 

America must do more to enable entrepreneurs to take risks and to translate ideas into 
innovation. America is still leaving ideas on the table. On average, only one in ten U.S. patents is 
ever commercialized. Thousands of inventions lie dormant in the hands of universities, research 
centers and private companies. For those ideas that are pursued commercially, only seven out of 
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every 1,000 business plans receive funding. And even fewer are scaled to full production in the 
United States, 

As I have noted, NanoMech develops “platform technologies” which can be customized for 
multiple industrial sectors. What that means is that the public benefit is broader than any single 
industrial application. In the area of lubricant additives, that means we are developing specific 
formulations for automotive engine lubrication, wind turbine gear boxes, aviation oils and 
greases - if it has an engine, it can benefit from our product. Collaborating with industrial end 
users too early in a product’s development often results in that product embodying a lower-risk, 
single, narrow application of the technology that ties up the underlying IP. This outcome 
precludes us from realizing the technology’s benefits for other key applications necessary to 
advance nanomanufaeturing. The development timeline would also likely be much longer. In 
other words, if we engage with an industrial end-user too early, we will not be able to develop 
the technology for the many other sectors -which often include defense — that will reap 
substantial economic and energy benefits. Public funding for early development and testing at 
commercial production scale preserves our ability to market to multiple industrial sectors, which 
maximizes the impact of the technology. 


Remember, the science underlying NanoMech’s products represents the best of the American 
R&D enterprise. When the resulting innovative products proliferate through the industrial base, 
the economic benefits are a return on the taxpayer’s investment. Furthemiore, because 
NanoMech’s products arc enabling technologies that will improve the energy efficiency of 
indu.strial processes, we can actually help to restore competitive advantage to industries that have 
lost out to global competitors in the last few decades. 

America Falls Short of Its Potential as a Market for Manufacturing Investment 

Like so many manufacturing trends, the data on investment in U.S. -based manufacturing paint a 
picture open to different interpretations. As noted earlier, the U.S. remains the world’s top 
recipient of foreign direct investment and the largest share of that investment is in 
manufacturing. In 2010, foreign manufacturing investment to the United States surged 36 percent 
from the prior year. Plus, America’s venture-capital (VC) community remains a critical strategic 
advantage. Despite these encouraging metrics, the reality explained in recent Council on 
Competitiveness dialogues by American executives, entrepreneurs and investors paints a 
different picture. These leaders indicate that the nation is underperforming in at least three 
cracial areas of manufacturing investment: 

1 . Production at scale for innovative start-ups: Risk capital firms regularly condition investing in 
a start-up on a commitment to produce overseas. U.S. tax policy, regulatory delays, structural 
costs and more competitive offshore incentives are commonly cited as threats to the capital 
firm realizing a return on its investment. 

2. Domestic expansion and retooling of existing facilities: Tight credit lending, uncertainty over 
future U.S. policies and non-competitive structural costs are causing many firms to delay 
investment or increase capacity overseas. 

3. Attracting production facilities to serve global markets: Although the United States remains 
competitive as a global manufacturing export platform for several key products, many suspect 
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America underperforms in drawing investment for this purpose. Across the globe, some 
manufacturing has to be performed in-country to serve that market. Manufactured goods in 
other sectors, however, are also produced for global or regional export, not all of which is 
low'-margin or labor intensive. In these cases, the less competitive U.S. tax, regulatory and 
structural environment likely causes a loss of investment. 

The American marketplace also is competing against aggressive, coordinated and well-funded 
foreign efforts to attract manufacturing facilities. America needs pro-growth fiscal and monetary 
policies that spur private sector investment, expand R&D capacity, grow capital expenditures for 
manufacturing at scale and increase savings. These policies should be informed by competing 
policies and cost structures overseas. 

There are four primary stages of innovation and production where investment is needed: 

• the technology creation stage, where the federal government plays a major role. 

■ technology transfer, where there is typically limited funding. 

• the early commercialization stage, where angel investors and venture firms like to engage. 

• the scale-up to full production stage. 

Getting a new imiovation to market often stumbles due to technology transfer functions with 
limited resources that struggle to connect researchers with limited business backgrounds to 
outside technologists, entrepreneurs and investors. 

The availability of government funds decreases abruptly after the technology or knowledge is 
created because the government views subsequent investment as the domain of the private sector. 
This drop-off of investment occurs at the same time that the investment needs of a company or 
entrepreneur are growing to test, develop and begin commercializing the technology. This is the 
traditional valley of death referred to in the innovation process. 

Often overlooked, however, is a second valley of death. A few of my colleagues from the 
Council on Competitiveness have suggested that this second valley emerges at roughly the point 
of scaling up production beyond $100 million to $150 million in revenue. Many firms are finding 
it more difficult to obtain scale-up capital in the United States than overseas. To capture the full 
fruits of the U.S. innovation eco.system, the U.S. must bridge both valleys, 

Conclusion 

By many measures, the United States remains mired in the most prolonged economic slump 
since the 1930s, Despite improvement in fits and starts, unemployment remains high, household 
incomes are flat or falling and economic growth remains slow by historic standards. As part of a 
highly-connected global economy, America’s economic health is not immune from the debt 
struggles of Europe or from the strength of emerging economics that are increasingly a 
destination for American exports and investment. 

It is time for America to lead. Some, even many perhaps, question whether America has the 
resolve and resources to right its own .ship, let alone lead a global recovery. The Council harbors 
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no illusions about America’s daunting economic challenges, but believes steadfastly that the 
challenges are solvable and that Americans and their leaders will summon the will to act 
decisively. 

That action should start by correcting the macro challenges outlined in this strategy — reducing 
the debt to sustainable levels, reforming the tax system and repairing infrastructure. Those steps 
alone, however, are not enough. America also must coalesce around a new vision focused on 
innovation and leadership in high value-added, next-generation manufacturing. 

For more than 200 years, the United States has prospered because it is the home for people from 
every nation who are drawn to freedom, confident in their abilities to carve out a belter life. That 
"can do" optimism for which America is known is more than a cliche; it is a deep-seated cultural 
belief reinforced by experience on battlefields and in boardrooms, in classrooms and 
laboratories. . .and on the factory floor. It remains within America’s ability to make its future. 

We must capitalize immediately on our great University system, our National Labs, and 
tremendous agencies like the National Science Foundation, to be sure this unique and best in 
class innovation ecosystem, is organized in a way that promotes tech transfer and 
commercialization in dramatic and laser focused ways so that we capture the best ideas into 
patents quickly, that are easily transferred into our capitalistic economy so that our Nation’s best 
ideas and inventions are never left stranded, but instead accelerated to market at tlie speed of 
innovation so that we build good jobs and improve the quality of life and security for our citizens 
faster and better than any other country on our planet. The America Way, 

Thank You, 
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SUGGESTIONS FOR POTENTIAL CJS ACTIONS ADDRESSING 
MANUFACTURING 

Mr. Wolf. Well, thank you very much. I want to thank the three 
of you. I have just two questions and then I will go to Mr. Fattah. 
One, we are not the supreme committee in this Congress, but any 
practical ideas that you have that we could implement, we will be 
marking up within the next couple of weeks, and I would ask you 
to get the practical ideas here for the committee. Your testimony 
will be looked at. But if there is something that you just said gee 
whiz, if only that could be done from a practical point of view, tell 
us. You want to 

Mr. Moser. I would offer one. To get total cost of ownership use, 
which again could bring back 25 percent of what has been 
offshored we need a lead company to demonstrate its effectiveness. 
And I have tried to get an appointment with Jeff Immelt, our head 
of the jobs and competitiveness council, but any great company, 
American company like that that now offshores enough or a lot, if 
any of you could get me an appointment with the CEO I would go 
in and convince them to apply the total cost of ownership system 
and be a poster boy for the rest of U.S. industry. We need such an 
example. 

Mr. Wolf. Well, let me just say for the record I am the last per- 
son that can get you an appointment with Jeff. 

Mr. Moser. But I will settle for any great company. 

CHALLENGES POSED BY CHINESE INTELLECTUAL PROPERTY THEFT 

Mr. Wolf. I have been critical of him for signing a contract with 
the Chinese on avionics, and also I think we have to close these 
tax loopholes. They pay no taxes in the United States and were one 
of the number one taxpayers in the country of China. So I don’t 
think I could ever get you an appointment. I don’t know if Mr. 
Fattah or some of the others can. But if there is something prac- 
tical, we want to know. One last question, then I am going to go 
to Mr. Fattah. Under this committee comes the FBI. I have seen 
the number of companies that have been hit aggressively by the 
Chinese, not to find out military secrets, but to find out what the 
ingredient is. And secondly, I have never seen, having been here 
since 1980, during the ‘80s no law firm in this town would have 
ever represented the Soviet Union. The Soviet Union was consid- 
ered the evil empire. I remember one time one law firm did want 
to and President Reagan spoke out. Now the number of law firms 
in this time that are representing the Chinese is a disgrace. That 
is my own opinion, I may not speak for other members of the 
House, but I have a right to speak for what I think and what I see. 
My district is just across the river and I see. What is the impact 
on manufacturing the Chinese stealing a tremendous — and all of 
you can answer — tremendous amount of information? Many of their 
gains in the space program have been because of espionage and the 
cyber attacks that have been done. So what impact does this have 
on American manufacturers? If we can just narrow it down to the 
Chinese with the cyber attacks and what they are doing. As you 
are working, there have been law firms in this town that are in- 
volved in cases where the Chinese will hit them. There are founda- 
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tions that they are hitting. When you look at the list it is quite — 
as Chairman Rogers of the intel committee said, there are two 
kinds of companies: those who have been hit and know about it and 
don’t want to tell anybody, and those who have been hit and don’t 
know about it. So what impact does that have on the difficulty of 
America with regard to creating jobs in manufacturing? 

Mr. Phillips. A couple points on that. 

Mr. Wolf. Yeah. 

Mr. Phillips. Number one, you are right, and not only on the 
cyber side of China, but you know, and I am in total agreement 
about that. I am going shift a little bit but stick to China to your 
comment, and that is that, you know, the American dream can be 
turned into the American nightmare especially in manufacturing 
literally in the next year to two years, because what China is doing 
is not getting enough press. It is getting some recently, but they 
are absolutely monopolizing all the natural resources, all the raw 
materials, not just the rarest, but copper, the basic elements out 
there today to the extent that, you know, you could see a situation 
in the next 10 years where American companies are forced to go 
manufacture in China and that is certainly their plan in China 
right now. To the extent that if you get access to those raw mate- 
rials that you have to have to build any products you are going to 
have to locate in China and that is their plan, that is their absolute 
plan because they control about 90 percent of all the raw materials. 
So everything in this room, you know, was made out of some type 
of raw material, especially in the metals, and now, you know, if it 
weren’t for rare earths this cell phone would be about the size of 
a washing machine because of the ability to take raw materials and 
create products like GPS or any type of electronic device and re- 
duce that size. This is very, very scary. I would recommend again 
everyone read this book called Red Alert that is just out and it de- 
scribes all of this in — I hate to use the word — but gory detail, and 
it is very, very accurate. So that is the biggest problem. 

The other one given just the opportunity as my biggest concern 
is we are spending billions at NIH, NSF, other agencies that are 
phenomenal agencies run by phenomenal people, but it comes down 
the university system, it hits in every university and really at our 
national labs at a place called tech transfer commercialization, we 
always hear about that. You know, at our colleges when we hire 
football coaches and when we hire basketball coaches we hire 
these, you know, in a way fanatical extremists that are just go, go, 
go and they are phenomenal and we pay them millions of dollars 
and we have a tremendous return on investment typically for those 
colleges. We also have this thing called tech transfer commer- 
cialization. Anything Congress can do to put more money at that 
very juncture where we tech transfer commercialize, and in fact 
move out to producing and getting ahead of the competition, espe- 
cially the foreign competition, there needs to be more funds to beef 
those departments up. They represent typically about a hundreth 
to almost as much as a thousandth of the — and I love football and 
I love college — the sports programs at those universities, and that 
is the juncture where we typically lose our intellectual property 
after spending billions down this funnel of NSF, NIH down 
through. And they are wonderful people that run those, but we 
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could put more investment there. And the ROI out of that would 
be second to nothing where we could spend our money as a coun- 
try. Thank you. 

Mr. Paul. Thank you, Mr. Chairman, I wanted to briefly respond 
to both questions that you asked. On some practical ideas that the 
subcommittee could do: I mean one is certainly to your question 
about the Chinese government, you are perfectly within your rights 
to bar procurement from state-owned firms in China. But how is 
that a level playing field to our private sector firms that have to 
compete with the Chinese government for U.S. contracts across the 
board? 

Mr. Wolf. Would Huawei be one of those? 

Mr. Paul. Huawei is certainly one of those, but even, you know, 
McWane in Alabama and others are forced to compete for contracts 
against state-subsidized firms in China. That is certainly not a 
level playing field, that is certainly a restriction that the sub- 
committee could put on its funding. 

I believe that the supplier scouting program of the Manufac- 
turing Extension Partnership program is a good one because it 
seeks out American companies that can supply government con- 
tracts and it is a fabulous example of how you can take one aspect 
of Buy America and make sure all of the small- and mid-size enter- 
prises that have the ability to supply that are identified in the 
United States. 

A couple of other thoughts. R&D tax credits. They are hugely po- 
litically popular, but really what is the jobs benefit to the American 
economy of research and development tax credits if it is going to 
be produced offshore? That is why I support the research and de- 
velopment tax credit, but I think it should be skewed towards also 
production in the United States and that the benefits of that inno- 
vation tax credit should go towards research that is actually pro- 
duced in the United States and not abroad. That would be better 
stewardship of tax dollars with a higher return for taxpayers as 
well. 

You asked a question about the jobs impact. The jobs impact 
overall of the trade deficit with China from 2001 to 2009 is 2.3 mil- 
lion lost jobs. I know you are going to have witnesses from the Na- 
tional Science Foundation on the next panel, they just produced 
amazing research January on high-tech job loss in particular and 
what has happened in recent times, and I hope that they can speak 
to that. 

And finally to your question of law firms representing the Chi- 
nese. This speaks to our two systems. I mean everyone in the 
United States is entitled to representation, it is in the Constitution, 
I suppose that even includes the Chinese government, and — ^but it 
speaks to what we are not able to do. We could not cover the China 
Daily in China with Alliance for American manufacturing propa- 
ganda like they do here on the Washington Post and other outlets. 
We could not seek to lobby the Chinese government on this. In fact, 
you know, we have faced cyber attacks as well when we have put 
out research that has been critical of the Chinese government. And 
so I think that has to be aggressively confronted. I do think when 
these issues generally come up for a vote members of Congress 
have said we want to hold China accountable for this. I am hop- 
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ing — I think the loudest message that the Congress could send to 
Beijing is if Speaker Boehner would allow the bipartisan legislation 
to deter China from its currency manipulation to come for a vote 
as quickly as possible. Thank you. 

Mr. Moser. Two points. First I agree entirely with Scott on the 
R&D tax credit that it should be dependent upon the products that 
come out from the R&D being actually manufactured in the U.S. 
If there are no jobs producing the products I would not give the tax 
credit. Second, as a measure of the intellectual property 

Mr. Wolf. Your mic. 

Mr. Moser. Is it on? 

Mr. Wolf. Yeah. 

Mr. Moser. Should I repeat? 

Mr. Wolf. No, that is fine. 

Mr. Moser. Okay. As a measure of the intellectual property loss 
that has occurred in our data — we have a database of 240 articles 
about companies that have reshored and you can go in and sort, 
for example, by intellectual property loss being the reason that 
they reshored and just as an estimate 10 to 15 percent of them 
have reshored because of the loss of intellectual property when 
they were in China. So it has actually impacted the U.S. You know, 
in a small reverse way the loss of intellectual property is forcing 
them to come back to eliminate the loss of intellectual property. 

Mr. Phillips. Just as a follow up to that our company from a 
manufacturing side is all American-made. It is so bad that in our 
early stage of this incredible science as we are producing the prod- 
uct I am refusing to ship anything overseas. The chance of it being 
reverse engineered in ten minutes is — even though it is phe- 
nomenal science, it is patented and everything, it is just too great. 
And so I am going to make my market for the next five years prob- 
ably, five years, maybe even longer, just in the United States for 
that reason alone. IP theft overseas is rampant, it is everywhere, 
it is every minute, it is every second. 

Mr. Wolf. Mr. Fattah? 

REQUIRING PRODUCTS USING FEDERAL IP TO BE MANUFACTURED IN 
THE UNITED STATES 

Mr. Fattah. Thank you very much. Let me start on what I think 
the heart of this is. One is innovation. I agree with you totally in 
the Federal investment both through our Federal labs, through 
NIST, through the National Science Foundation, and I could go on 
and on, through NASA, has been at the heart of our ability to lead 
the world economically for a long time and for our national security 
purposes. So we need to continue to invest and innovate, we need 
to do a lot more than we are doing. I am also interested in this 
tech transfer issue, because we don’t commercialize as quickly as 
we should, and that is a challenge that we have to kind of work 
through. The administration has done a very thorough analysis of 
this and I want to spend a few minutes and then ask you a ques- 
tion about it. So you know, NASA has got 17,000 patents, you 
didn’t mention our space agency, and our national labs if you go 
out to Sandia and look at the nanotechnology centers, it is a half 
billion dollar investment to build, it is $50 million a year just to 
be able to walk in the door, but it is the world’s finest nanotechnol- 
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ogy development facility anywhere, and it is critical in a continuum 
of activities that are connected in some ways to the National 
Science Foundation’s efforts, to make major grants to universities, 
and in this area of development of composite material, or I guess 
to say it in more plain English, replacement material 

Mr. Phillips. Right. 

Mr. Fattah. When we see the Dreamliner take off and see that 
more than half the plane is composite material, we understand 
that even though there may be a monopoly that has been developed 
by one of our economic competitors, i.e. China, that Americans with 
ingenuity can overcome almost any of these obstacles, but we do 
have to make the investments. So I am for making the investments 
and I am actually for doing more, and I have introduced legislation 
that would have the nation do more. I also think we should tie it 
to jobs, that is that one of the disappointing things that I think the 
public would find disturbing is that we have never connected up 
American discoveries to American jobs. Now they more often than 
not led earlier on in our history to American jobs, but now, a lot 
of times we have federally funded research that, when commer- 
cialized, leaves the jobs not where your plant is in Arkansas, but 
in faraway places and among our economic competitors. This does 
not make a lot of sense for us to be taxing people in the United 
States of America, funding research that leads to new widgets, and 
then have those new widgets produced somewhere else. It actually 
works against itself over the long term. So I do think that we need 
to be tying these licensing agreements or agreements to commer- 
cialize Federal research, federally funded research should be tied 
to production here in the United States of America. And I have au- 
thored some legislation in that regard entitled American Discov- 
eries, American Jobs, and I think that the spirit of it is simple and 
quite understandable even if you didn’t go to the finest university, 
I mean even if you went to like a Wharton school or some other 
place where you are a little handicapped now might be able to fol- 
low this. So the point here is I think innovation is at the heart of 
the world economy, it is the heart of our economy, we have to con- 
tinue to be a nation focused on innovation in every respect. So I 
appreciate your comments in that regard. And I think American in- 
dustry needs to speak up. We have some people in this town who 
don’t believe that the government has a role to play, but at the 
heart of all of our major industries has been government invest- 
ment at the front ends. In research that at the time that it was 
made would not have been made by the private sector because they 
could not have realized a profit, not in the next quarter or the next 
decade, but it was research that eventually led to technology trans- 
fers that have created the world’s wealthiest economy. So I appre- 
ciate your comments on innovation. I would like to hear your com- 
ments on whether or not licensing agreements or the patent — the 
uses of these patents in tying it to American production and jobs. 
Obviously you know there may be some concern about that, in a 
sense that we wouldn’t have the free choice of being able to take 
American-financed research and go set up a plant in some other 
country, but I think that is a fair transaction between the taxpayer 
and American industry. 
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Mr. Phillips. Mr. Fattah, thank you. I am 100 percent in agree- 
ment. We had a Chinese — we had a company next door to us lit- 
erally that just moved to China lock, stock, and barrel, that was 
creating all based on research at the University of Arkansas and 
based on intellectual property that came out of there in the area 
of diodes and so forth and they just picked up and left about a few 
weeks ago and went completely over to China. You have got to I 
think impose some of those restrictions, to the extent that if you 
are going to get U.S. government funding, U.S. government money 
whether they are former research grants there are two things that 
need to happen at all times. Number one there needs to be match- 
ing funds I believe on most all of this money to the extent that, 
you know, the private enterprise has to intersect with that public 
funding. And then typically you have got to have buy in. There is 
no easier money to spend than, you know, 0PM, other people’s 
money or the government’s money, and to the extent that you have 
got your own money into the business it makes a huge difference. 
So I think your point is very valid. In terms of the tech transfer 
commercialization side. Again, walk on a university campus, go 
typically — especially to a state university campus, you know, Geor- 
gia Tech has a tremendous tech transfer commercialization pro- 
gram, but go into more, you know, typical large, you know, land 
grant universities and so forth and take the tours and typically the 
first thing you are going to hear about is the football program. I 
love football, I played college sports, you know, maybe the basket- 
ball program, what have you. We need to be, you know, just as at- 
tuned and just as excited about that tech transfer commercializa- 
tion department. I mean and the same thing in our labs. At our 
labs today we have phenomenal labs, we have amazing amounts of 
research. It beats anything out there in terms of other countries 
and competitors from that standpoint, but it is stranded to a great 
extent. I mean we don’t have the people to take that in a symbiotic 
way, connect it to the companies that are out there that would use 
this technology and to safeguard it with the internet. The internet 
is a double-edged sword as we know. I mean it is phenomenal for 
collaboration both, you know, here and internationally and it ad- 
vances science very fast, but in a world of publish or perish some- 
times these things are up on the internet prior to us being able to 
patent them in the United States and they are being patented in 
China before we have even put them through the patent process in 
the U.S. 

FEDERAL ROLE IN ADDRESSING MANUFACTURING CHALLENGES 

Mr. Fattah. I totally agree with you. Let me ask a question of 
you, Scott. You just stated in your last comment that between 2001 
and the end of 2008 that we lost the largest amount of manufac- 
turing jobs that the Nation has ever seen, and I think the number 
is close to three million, but the bottom line is we actually saw 
thousands of small, medium manufacturers close down during that 
period of time. This Administration has come in and has put a 
focus on manufacturing, and they have been criticized. In fact, 
some very well known economists have said that this is folly that 
the Nation is going to recapture its glory days in manufacturing 
and that this administration is kind of, you know, that this is a 
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push towards a political whim versus an actual practical economic 
plan for the country in terms of manufacturing. And your efforts 
are totally contrary to that point of view, but I want to give you 
a chance to talk about how we are in a situation where we lost a 
segment of these jobs, we are still the leading manufacturer in the 
world, and then we have this debate in America about whether or 
not we are going to continue to be and actually build on our manu- 
facturing base. Because I am convinced that some part of our job 
base has to be in manufacturing, that the notion we are going to 
have an information-based economy or a service-based economy in 
total and that we are not going to make anything that people are 
buying and somehow remain a wealthy nation and a powerful na- 
tion is problematic. So if you would just say what you think about 
it. This criticism has been very recent actually on the pages of, you 
know, some of our major newspapers from economists saying that 
this focus on manufacturing is off base. 

Mr. Paul. Absolutely. Well, first of all, Mr. Fattah, I am not bur- 
dened by being an economist, I see what is going on in the real 
world and I make any judgments that way, an economic theory can 
be correct or incorrect, oftentimes it is incorrect. So let us look at 
manufacturing in particular. I mean some people think the decline 
is inevitable, but the fact that from 1960 — if you look at the num- 
ber of manufacturing jobs in the United States in 1965 and in 1999 
they are virtually the same. I mean they went up and down during 
business cycles. And granted they declined relative to the rest of 
the economy, no doubt about that, and granted productivity, tech- 
nology, automation, but also globalization played a role in that. We 
have only seen this steep decline over the last decade. And what 
has changed in the United States over the last decade from before? 
The big answer to me is China and that we just didn’t have an an- 
swer for China and that we let China have access to our markets 
without insisting 

Mr. Fattah. I heard your comments on that earlier, what I am 
asking you is that when you hear economists argue that we — that 
it is the incorrect policy focus, whether we deal with it through 
challenging imports, whether we deal with it by innovation and 
technology transfer, whether we deal with it as one suggested in 
terms of tax changes. 

Mr. Paul. Sure. 

Mr. Fattah. They are suggesting that we should not be trying 
to retain or grow manufacturing jobs. 

Mr. Paul. Right, absolutely. Well, there is a good response to 
that, Mr. Fattah. First of all, manufacturing, even though, you 
know, it employs relatively few Americans, about 12 million com- 
pared to the past, plays an outsized role in the in the economy, it 
plays — no other type of economic activity has that type of multi- 
plier effect, it supports four or five other jobs or in the case of aero- 
space or auto assembly, seven or eight other jobs in the economy. 
I think it is fair to say — and this is the one theory I will propose — 
with the exception of the Wal-Mart headquarters, but if you locate 
a Wal-Mart in a town it doesn’t mean a factory is going to be there. 
In fact, you know, there is probably no correlation to that. If you 
locate a factory in a town your odds are pretty good of getting a 
Wal-Mart, and it shows the dependence of the service economy on 
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manufacturing. And this fact is also true. One of the quickest ways 
we can get towards fiscal balance is to restore manufacturing in 
this country. The manufacturing jobs pay better than other types 
of jobs, they spur more types of economic activity, and at the state 
this is certainly true, if every state wanted to balance its budget 
all it had to do was keep its share of manufacturing jobs pretty 
steady. It is not rocket science. 

MANUFACTURING SKILLS CERTIFICATION PROGRAMS 

Mr. Fattah. Let me ask you one last question. The National As- 
sociation of Manufacturers has come out with a kind of certification 
program to train workers for manufacturing so that rather than 
people guessing about what type of training people need to get, and 
this is a big issue for when you talk to manufacturers, this issue 
of finding a skilled workforce is critically important. Is this pro- 
gram that they have laid out for communities, is this something 
that you have reviewed or the alliance has reviewed, and do you 
concur that it is a good boilerplate for education programs? 

Mr. Paul. Yes, having skill certification is critically important to 
having a set of portable skills. That in itself isn’t going to create 
a skilled workforce. I think that we need obviously a focus on re- 
sources, shop classes. I completely agree that these are critically 
important. We need to get more kids interested in manufacturing. 
Right now the talent pool that is going into manufacturing needs 
18 months of remediation when they get to community college and 
that speaks to STEM, that speaks to a lot of things, but have to — 
we need the skill certification, but we need to do a lot more. That 
in and of itself is not going to create a skilled workforce. 

Mr. Fattah. And let us go to the favorite subject. 

COSTS OF OFFSHORING 

This offshoring initiative, and the Chairman has done some tre- 
mendous work in last year’s bill, we provided resources to the De- 
partment to be of help here. I met with some of the top CEOs of 
the chemical companies on Monday, and they showed me a chart 
focused on the cost curve differential between locating in other 
places and locating here, and it showed how now it has become 
much more profitable to locate production facilities here in Amer- 
ica, and many of them are in the process of doing that. And of 
course I was meeting with them because the Philadelphia area has 
a very significant niche in this particular field in terms of our 
workforce. But it doesn’t matter whether it is on ATM machines, 
if we are talking GE. GE has just made an announcement that 
they are bringing jobs back home in very significant numbers. And 
so you see it all across the spectrum. So I think your message is 
getting through. I just want to make sure that, for the record, that 
we can kind of walk through this total cost estimation. So what you 
are arguing is that — and the numbers bear it out — that when you 
look at the — not just the labor cost but the transportation cost for 
your goods back to the United States or to other markets and some 
of the other costs associated with doing business overseas and 
other places, not just China, but in many other places, that when 
you factor in all these costs that for a lot of American manufactur- 
ers or for foreign manufacturers, it may be better to manufacture 
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those goods in the United States or at least it may be a toss up, 
right? So that the conventional wisdom was that it is always cheap- 
er, but when you go company-by-company, case-by-case and look at 
these numbers, a case can be made. Now you said that we should 
be putting as much focus on this as we are putting on exports, 
right? That the Administration should be. 

Now the Administration has noted that only one percent of our 
companies export to anywhere in the world, which is unfortunate. 
And about 57 percent of those only export to one other country. So 
I think that we need to be promoting exports. I do not see it as a, 
it is not a competition. When we are going to chase manufacturing 
companies to relocate here, you know, there is a lot of room to run. 
Because I think that not only can you look at the total cost but you 
can also look at, I do not know whether you factor into this the 
kind of incentives that could be brought to bear on a local or state 
level to help them make such a decision if they were bringing man- 
ufacturing jobs to that state in terms of additional tax abatement, 
access to land, and so on. Is that part of the calculation? 

Mr. Moser. Let me try to describe it in its entirety. It starts 
with price or exports price from the factory offshore, or the U.S. 
factory. And then adds in about 29 different costs, price, duty, 
freight, things like that, but then also the carrying cost of the in- 
ventory, the travel cost to check on the supplier, the intellectual 
property risk. A series of these things including, for example, in- 
centives that are given to promote. There are blanks at the end 
where they can put that in. But the idea is to get them to look at 
all these 29 costs where typically they only look at one or two costs. 
And the difficulty for them is that there is a 30 percent or 40 per- 
cent saving of price, and then you have got 30 costs that have only 
one or two percent each. And the idea is to get them to add those 
together. 

Let me, allow me to go back to the certificate subject. I am on 
the board of NIMS, the National Institute for Metalworking Skills, 
which is one of the ones that is part of that program. And it pro- 
vides a professionalism for that worker that makes them proud to 
become a tool maker, a precision machinist. And I believe it does 
help to motivate that profession. 

ACCESS TO CAPITAL FOR MANUFACTURING 

Mr. Fattah. And one last question for any who may want to re- 
spond. The one thing I have not heard mentioned from any of our 
witnesses today is a problem that I have heard, and I have spent 
a lot of time traveling, visiting manufacturers in different places in 
the country, working with the Manufacturing Extension Partner- 
ship. And it is this problem around access to capital for good, you 
know, excellent run, small manufacturers. They say they have 
problems accessing capital for start-ups. I have got a guy who got 
two or three patents try to open up plants here, trying an office, 
and free land, training, tax abatement, and so on. So is this a prob- 
lem in which we need some type of credit facility? Or some type 
of instrument created that may have more patient, I guess the 
word patient capital, in which they would be able, because the 
manufacturing process is a fairly long process. You go through the 
whole steps of the molding, and the machining, you have got to sell 
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it, you have got to get paid for it. You have got to, you know, it 
is not the normal quick financial transaction that happens on Wall 
Street. 

So I would be interested in whether there is anything that we 
ought to be thinking about in terms of government intervention, or 
a public/private, or some type of incentive to create or transform 
something that already exists, to provide the kind of banking 
needs, capital needs, that small and medium manufacturers need 
to have access to. 

Mr. Phillips. Great question. Certainly coming off the last three 
years this economy here, and in obviously other countries, is in 
tough shape to the extent that your typical angel capital, venture 
capital even, has gone to the sidelines. Beginning to come back a 
little bit right now, but to that extent your smaller companies, you 
know, in the U.S. in the capitalistic enterprise compared to state- 
run countries, okay, that throw that capital down, I would not 
trade our situation here in the U.S. ever for being part of a state- 
run industry where it is always available. 

Mr. Fattah. I do not think anyone would. 

Mr. Phillips. Nobody would. And to that extent competing for 
funds I think is healthy. To the extent that our company has com- 
peted for funds both from the private sector and the public sector. 
There is no doubt that, you know, and my opening comments 
talked about we are at this phase where with the invention of the 
chip software, the internet, that you have this accelerator of inno- 
vation. More is going to be invented, truly more is going to be in- 
vented in the next ten, 20 years than in the history of mankind. 
So it is the last time you would want the U.S. to be handicapped 
in terms of its small businesses which create, you know, two out 
of three jobs, over half the jobs in the U.S. And to that extent I 
think you almost need a Manhattan Project to look at this. 

Because we are in a situation right now, up against state-run, I 
mean, it is China, Inc. You know, we used to hear Japan, Inc. It 
is China, Inc. It is now almost Russia, Inc. They even have a nano 
program called RUSNANO, $5 billion, ready to come either swoop 
in and buy my company, or put money in it and so forth. And I 
do not see quite that type of support from our government. But at 
the end of the day something we have to pay a lot of attention to 
is how we are going to capitalize this growth in an arena of amaz- 
ing innovation as it is happening right now. So. 

Mr. Paul. Just very briefly, Mr. Fattah, your anecdotal evidence 
is certainly backed up by surveys at various Federal Reserve 
Banks, that there is indeed a challenge for small- and mid-sized 
manufacturers in particular to get access to credit. So yes, there is 
a problem. There are some government programs, including at the 
SBA, that are supposed to help fill this gap. There is some evidence 
that they were not implemented aggressively enough after the re- 
cession, in particular at the SBA. I think they are trying to make 
up for lost time. But I do think that there is a bit of a market fail- 
ure, as Jim indicated. And that our small- and mid-sized manufac- 
turers in particular, not the Fortune 500 guys, they will probably 
figure something out. But the small 

Mr. Fattah. Now you are talking about the 30,000. 
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Mr. Paul. That is right, the small- and mid-sized folks, having 
lending facilities available with favorable tax treatment is good, be- 
cause getting venture capital to make something in the United 
States is very difficult. You can get it to innovate. You can get it 
to do a lot of service stuff. But getting it to actually make some- 
thing here is incredibly difficult and we would look forward to 
working with you on that. 

Mr. Moser. If I may, at President Obama’s insourcing forum I 
suggested to Secretary Karen Mills a solution. And that would be 
that the SBA would provide guarantees on loans for the tougher 
credits, the people that cannot get the loans from the banks. But 
in exchange those companies would have to, let us say for every 
quarter million dollars of guarantee they would have to hire and 
train one certified apprentice in the technical field in which they 
exist. So you wind up with the society contributing to the company 
by guaranteeing and providing the loan, and the company pro- 
viding to society by training the skilled workforce that we need. So 
I think you solve two problems with one program. 

Mr. Honda. Will the gentleman yield for a second on that? 

Mr. Fattah. I am concluding, yeah. I will turn it back over 
to 

Mr. Wolf. Sure. And then we are going to go to Mr. Aderholt, 
but go ahead. 

Mr. Honda. Yeah, on the SBA, the guarantees are fine. But if 
you take your SBA guarantee and go to the bank and cannot get 
that loan, it is good for nothing. So we have got to look at that and 
make sure that that happens. Too many people get 

Mr. Moser. Thank you. 

Mr. Honda [continuing]. Disillusioned on our process. Thank 
you, Mr. Chairman. And Mr. Chairman, I want to thank you for 
having this panel here because I think it is timely and I think it 
is something that will engage everyone regardless of our partisan- 
ship. Because I think we all care about creating an economy that 
is robust for everyone. 

Coming from Silicon Valley I understand the kinds of things you 
are talking about. You mentioned in the past dialogue that during 
the years 2001 to 2008 we lost quite a bit of business and lost a 
lot of advantages. Part of it, I think, when I was on the Science 
Committee we tried to fund, you know, NASA research, and the ad- 
ministration would zero everything out. So we had to use our ear- 
marking system in order to backfill that stuff. So it is almost as 
if, you know, science and technology and those kinds of things were 
not even taking the backseat but were off the bus. 

Today with our committee here and with our leadership here we 
are revisiting that whole thing. So part of the reason we are behind 
is that we have not been investing. We have not been looking at 
our youngsters in terms of education. We have not been looking at 
our immigration in terms of, you know, keeping other people out 
and engaging them here in our higher institutions of learning. So, 
you know, part of that is our problem. And I think that this whole 
issue about manufacturing is an important one because no one has 
forced our companies to leave us. They were incentivized and they 
saw something out there. Now it is changing. Even in China the 
cost of living has gone up. They even have now what we call min- 
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imum wage laws that are making Hong Kong a little bit crazy, I 
think, because they base their economy on the dollar. 

So having said that, hopefully you will look into our backgrounds 
and see the kinds of things we try to do in terms of our policy mak- 
ing so that you will know, you know, that you have partners up 
here. On the nano, which I love, and it is not something that Robin 
Williams used to say, “Nano, nano.” But it is something that is so 
large because of its size. We wrote the first nano bill back in De- 
cember 2003. It went to the Senate side and it took on Senators’ 
names because they added a billion dollars more. That is okay. I 
just wanted to give some accolades to my staff and to people over 
here who worked on it. 

MARKET-BASED INCENTIVES FOR INNOVATION, R&D AND 
MANUFACTURING 

Having said all that, you know, I heard the policy objectives that 
were talked about and some of the objectives are not necessarily 
things that are specifically about manufacturing that we could 
adopt, would promote advanced manufacturing in the U.S. I pro- 
pose a couple of ideas. One that I have already introduced is mar- 
ket-based manufacturing incentives, that is H.R. 3495. This pro- 
posal would identify the next ten game changing technologies, or 
we used to call it disruptive technologies, and provide tax credits 
to consumers who buy these products, if they are made in the 
U.S. A., creating a clear incentive to locate manufacturers in the 
U.S. I wanted some comments on that. 

But before I finish, I am also continuing to work with stake- 
holders to develop my idea of scaling a manufacturing proposal 
which would make it cheaper for entrepreneurs to build or lease 
their first domestically located manufacturing facility through a ro- 
bust syndicated credit system. This would allow companies to cross 
that dreaded, what we call the second Valley of Death, and scale 
up domestic hiring and thrive here at the same time. And then 
keep the federal government out of the business of picking winners 
and losers but have a system that would allow us to look at these 
game changing technologies. 

I do not disagree that creating innovation here and then going 
overseas is a game loser. Because once you go into product develop- 
ment that is where you start to create a greater concentric circle 
of job creation, building on past technologies. Much like the iTunes 
that went right into the iPads, but we went overseas. If we kept 
it here the innovation would be here and the jobs would be here. 
So I was hoping that we could get some sort of comments from all 
of you. And then if it is positive, get your support. And I think that 
this committee would appreciate that also. 

Mr. Phillips. Well if I could? Would that be all right to respond 
first? I agree 100 percent. I do not think that our government has 
anything to apologize for if you get government funding that we 
put certain restrictions on that funding in terms of staying in the 
United States, making it in the United States, there is absolutely 
nothing wrong with that. That idea in the fifties and sixties and 
seventies would be considered just normal, you know? Not only 
normal but absolute. And, you know, I have the concern. I love 
iPad. I think iPad is great. I just got the 3, you know? So I have 
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gone through three in a row. And it does confuse me that, when 
you think about it being built where it is built, assembled in Cali- 
fornia, designed in America, you know? Designed here. To the ex- 
tent that when it is made somewhere else then that technology 
flows to that place very, very fast, like in 24 hours, 48 hours. And 
so I think our government putting certain restrictions on it, I am 
an American manufacturer, American research and development 
company. And there is nothing wrong with that at all. 

We would not be here today, NanoMech, without National 
Science Foundation SBIR funds early on to generate the early 
stage part of our business. It is not necessary today, but without 
it we would not be here. Some of it came with restrictions, some 
of it did not. But to the extent that we get those restrictions, you 
know, I welcome them. 

You know, made in American is very important. I mean, if we 
do not make things are we really even a country at the end of the 
day? 

Mr. Honda. Well that is reinforcing page three of your testi- 
mony. 

Mr. Fattah. Yeah and if I could, if the gentleman would yield 
for one minute, I mean the fact that we have competition is not, 
there is nothing wrong with it. And we have got competition. I 
could take you out to a national lab, this is not classified, top secret 
information, that I was at the Argonne Lab out in Chicago. They 
take apart foreign cars. They reengineer them. They find out ex- 
actly what is going on and how they are doing what they are doing, 
and they share information that they think can be helpful with 
American car companies. This is what countries, you know, you 
look at what the competition is doing, it happens. But the fact that 
we have competition means that it should bring the best out in us, 
alright? 

Mr. Phillips. On that point, just real quick, being a former avi- 
ator, being in the Air Force and talking about some of this tech- 
nology, especially nano, the country that wins always has the best 
weapons and typically the best economy. You know, if you talk to 
people like Lockheed Martin and others there will not be any biol- 
ogy in our aircraft in the next generation of aircraft. Period. You 
know, with the metals and composites and things you talked about, 
the stress on the biology, the pilot, will be such that in order to 
gain that kind of performance advantage, competitive advantage in 
the field of battle will require that it be a UAV. And the country 
with the UAVs wins. 

So we are not only competing in terms of manufacturing, con- 
sumer goods, process type goods, and so forth. But in terms of our 
national security. And to that extent we need to do everything we 
can to make sure that we make things here and we retain that 
technology here and we do not transfer it overnight to countries 
that compete not only on a business standpoint but on a military 
standpoint. 

Mr. Honda. Mr. Paul. 

Mr. Paul. Yes. First Mr. Honda on your bill, I would say it 
sounds good to me. We will take a close look at it but it sounds 
exactly like the types of policy changes we need because people re- 
spond to incentives. I mean, that is one of the iron laws of econom- 
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ics. And having the right incentives is incredibly important. I think 
it is a great idea and that we need more of that. 

I want to point out we are strong supporters of Mr. Wolfs bill 
to bring American jobs home. I think it is H.R. 516 that many of 
you have supported as well and I know some of that has been in- 
corporated through the appropriations process. But we think that 
is a fabulous idea. 

On the point about competition, I absolutely agree. We should be 
hyper-competitive. But it is not a fair competition if our private 
sector firms are competing against state-owned firms in China. And 
that is the, I think that is one of the challenges that the committee 
can directly address through the Commerce Department, through 
the USTR. And I know you are all committed to that. You all have 
strong records of enforcing America’s trade laws and I commend 
you for that. But I think that is something that is certainly under- 
appreciated. And I would add that along with MEP as a great 
value for the investment that the committee puts in the federal 
government. Trade enforcement, the returns to the economy are 
tremendous. If we do have a level playing field we can make it 
here. 

Mr. Wolf. Yeah, thank you. 

Mr. Fattah. Mr. Chairman, I did not hear him say he was in 
strong support of my bill. But I guess 

Mr. Paul. Oh, and I would add, Mr. Fattah, I apologize. I as- 
sumed you knew I was in strong support of your bill, of course I 
am. 

Mr. Wolf. Well thank you 

Mr. Honda. And I think what I heard also was that Chairman 
Wolfs bill is also in concert with what it is we are talking about, 
because we want to attract people back home. And creating the 
policies that replicate the kind of incentives that people think they 
see overseas, if we replicate that and we address some of the 
issues, without giving up our environmental protection and our 
concern about health and safety of our workers, we do not have to 
give that up. But we have to look at it and figure out how we are 
going to do that better. 

Mr. Moser. Very quickly, concerning the ten game changing 
technologies, I would say also take a look at which products are 
likely to be competitively manufactured in the U.S. For example, 
one of the studies I cited was by Booz and Company and they take 
20 different industries and they position them and show how com- 
petitive the U.S. is in those industries versus China. So I would 
say at least give some consideration to technologies that will result 
in a product that will be competitively made here so they prac- 
tically will be made here. 

Secondly, on the innovators, I continually run into a culture in 
the venture capital field where they say develop it here and imme- 
diately have it made in China. And so, you know, I am trying to 
get through to that group also to give them some understanding 
about the benefits of U.S. manufacturing. Because if we do not 
change them then all those innovations will be made in China. 

Mr. Honda. You know, we can do this kind of competition. And 
we can do it without, when we talk about national security, we can 
do it without thinking about going to arms. I think in my book, in 
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my mind, you know that is a nonstarter. I think competition is 
great. And how we use our innovation, how we use our power of 
innovating here in this country. And we hold it in ways that we 
can use it as trade commodity. If they have got control of 80 per- 
cent of our Earth they want something with the stuff that we have 
got, we can trade it. I mean, our companies go overseas to China 
but when they go there they know that they have to give up some 
of their IP. They do not even have to reverse engineer some of the 
stuff because they are giving up some stuff in order to create that 
production that they can sell back here. That is crazy. But to say, 
you know, and I want to be real careful about the words that we 
use because words in policy making and in politics can engender 
some heat that is not necessary. And being an Asian American in 
this country I understand what that means, and I think Mr. Fattah 
understands what that means. 

So our policy, our rhetoric, has to be in line with our, the kind 
of character that we have in this country. And competition, let us 
have at it now. But I think we need to be smart in doing that and 
in picking our words, and how we go about, you know, making this 
kind of an exchange. And we are two different systems. Ours is 
open, theirs is closed. But I will tell you, they are getting so much 
pressure in their own country and other countries whose folks 
came here to study and work here, went back, they are putting 
pressure to bring their countries, other countries in line with how 
we go about doing things. Entrepreneurship is a real strong inno- 
vator and a real strong motivator in other countries. They even 
push the states to a different position. So, you know, evolution is 
one thing. Bringing rule of law and the rule of man to a certain 
point I think is something that we need to look at. So we need to 
learn how to play three-dimensional chess and when we do that, 
you know, we can win. But we do not have to win with guns and 
bullets. We can do it with butter and ballots. Thank you. 

PROTECTION OF DOMESTICALLY PRODUCED IP 

Mr. Wolf. Thank you. I want to thank the panel. I want to in- 
sert in the record at this time a Wall Street Journal piece, and I 
will just read briefly from it. It was March 27. It said, “the Federal 
Bureau of Investigation’s top cyber cop offered a grim appraisal of 
the nation’s efforts to keep computer hackers from plundering cor- 
porate data networks: We are not winning,’ he said, Shawn Henry, 
who is currently preparing to leave the FBI after more than two 
decades with the bureau, said in an interview that the current pub- 
lic and private approach to fending off hackers is ‘unsustainable.’” 
Later in the article he said, “I don’t see how we ever come out of 
this without changes in technology or changes in behavior, because 
with the status quo, it’s an unsustainable model. Unsustainable in 
that you never get ahead, never become secure, never have a rea- 
sonable expectation of privacy or security.” 

The article continues. “James A. Lewis, Senior Fellow on cyberse- 
curity at the Center for Strategic and International Studies, said 
that as gloomy as Mr. Henry’s assessment may sound, ‘I am actu- 
ally a bit gloomier. I think we’ve lost the opening battle with hack- 
ers.’ Mr. Lewis said he didn’t believe there was a single secure, un- 
classified computer network in the U.S.’” The article also says. 
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“Mr. Henry said FBI agents are increasingly coming across data 
stolen from companies whose executives had no idea their systems 
had been accessed.” 

Then it goes on, and I will kind of end, the chief of security of 
a company called Mandiant, “said that in cases handled by his firm 
where intrusions were traced back to Chinese hackers, 94% of the 
targeted companies did not realize they had been breached until 
someone else told them. The median number of days between the 
start of an intrusion and its detective was 416, or more than a 
year.” 

And I think, you know, I just submit this for the record. And I 
think that becomes a real problem so that we do not put our com- 
panies at a disadvantage. 

[The information follows:] 
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IJ.S. Oiitgiinned in Hacker War 

By DEVLIN BARRETT 

WASHINGTON — The Federal Bureau of Investigation^ top cyber cop offered a grim 
appraisal of the nation's efforts to keep computer hackers from plundering corporate data 
networks: “We’re not winning,” he said. 

Shawn Henry, who is preparing to leave the 
FBI after more than two decades with the 
bureau, said in an interview that the current 
public and private approach to fending off 
hackers is “unsustainable.” Computer 
criminals are simply too talented and 
defensive measures too w'eak to stop them, he 
said. 

His comments weren’t directed at specific 
legislation but came as Congress considers 
two competing measures designed to buttress 
the networks for critical U.S. infrastructure, 
such as electrical-power plants and nuclear 
reactors. Though few cybersecurity experts disagree on the need for security 
improvements, business advocates have argued that the new regulations called for in one 
of the bills aren’t likely to better protect computer networks. 

Mr. Henry, who is leaving government to take a cybersecurity job with an undisclosed 
firm in Washington, said companies need to make major changes in the way they use 
computer networks to avoid further damage to national security and the economy. Too 
many companies, from major multinationals to small start-ups, fail to recognize the 
financial and legal risks they are taking — or the costs they may have already suffered 
unknowingly — by operating vulnerable networks, he said. 

“I don't see how we ever come out of this without changes in technology or changes in 
behavior, because with the status quo, it’s an unsustainable model. Unsustainable in that 
you never get ahead, never become secure, never have a reasonable expectation of 
privacy or security,” Mr. Henry said. 
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James A. Lewis, a senior fellow on 
cybersecurity at the Center for Strategic and 
International Studies, said that as gloomy as Mr. 
Henry’s assessment may sound, “I am actually 
a little bit gloomier. I think we’ve lost the 
opening battle [with hackers].” Mr. Lewis said 
he didn’t believe there w'as a single secure, 
unclassified computer network in the U.S. 

“There’s a kind of willful desire not to admit 
how bad things are, both in government and 
certainly in the private sector, so 1 could see 
how [Mr. Henry] would be frustrated,” he 
added. 

High-profile hacking victims have included Sony Corp., w'hich said last year that hackers 
had accessed personal infonnation on 24.6 million customers on one of its online game 
serv ices as part of a broader attack on the company that compromised data on more than 
100 million accounts. Nasdaq OMX Group Inc., which operates the Nasdaq Stock 
Market, also acknowledged last year that hackers had breached a part of its network 
called Directors Desk, a service for company boards to communicate and share 
documents. HBGary Federal, a cybersecurity firm, was infiltrated by the hacking 
collective called Anonymous, which stole tens of thousands of internal emails from the 
company. 

Mr. Henry has played a key role in expanding the FBI’s cybersecurity capabilities. In 
2002, when the FBI reorganized to put more of its resources toward protecting computer 
networks, it handled neai'ly 1,500 hacking cases. Eight years later, that caseload had 
grown to more than 2,500. 

Mr. Henry said FBI agents are increasingly coming across data stolen from companies 
whose executives had no idea their systems had been accessed. 

“We have found their data in the middle of other investigations,” he said. “They are 
shocked and, in many cases, they’ve been breached for many months, in some cases 
years, which means that an adversary had full visibility into everything occurring on that 
network, potentially.” 

Mr. Henry said that while many company executives recognize the severity of the 
problem, many others do not, and that has frustrated him. But even when companies 
build up their defenses, their .systems are still penetrated, he said. “We’ve been playing 
defense for a long time. ...You can only build a fence so high, and what we’ve found is 
that the offense outpaces the defense, and the offense is better than the defense,” he said. 

Testimony Monday before a government commission assessing Chinese computer 
capabilities underscored the dangers. Richard Bejtlich, chief security officer at Mandiant, 
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a computer-security company, said that in cases handled by his firm where intrusions 
were traced back to Chinese hackers, 94% of the targeted companies didn’t realize they 
had been breached until someone else told them. The median number of days between the 
start of an intrusion and its detection was 416, or more than a year, he added. 

In one such incident in 2010, a group of Chinese hackers breached the computer defenses 
of the U.S. Chamber of Commerce, a major business lobbying group, and gained access 
to everything stored on its systems, including information about its three million 
members, according to several people familiar with the matter. 

In the congressional debate over cybersecurity legislation, the Chamber of Commerce has 
argued for a voluntary, non-regulatory approach to cybersecurity that would encourage 
more cooperation and information-sharing between government and business. 

Matthew Eggers, a senior director at the Chamber, said the group “is urging policy 
makers to change the ‘status quo’ by rallying our efforts around a targeted and effective 
information-sharing bill that would get the support of multiple stakeholders and come 
equipped with ample protections for the business community.” 

The FBI’s Mr. Henry said there are some things companies need to change to create more 
secure computer networks. He said their most valuable data should be kept off the 
network altogether. He cited the recent case of a hack on an unidentified company in 
which he said 10 years worth of research and development, valued at more than $1 
billion, was stolen by hackers. 

He added that companies need to do more than just react to intrusions. “In many cases, 
the skills of the adversaries are so substantial that they just leap right over the fence, and 
you don’t ever hear an alarm go off,” he said. Companies “need to be hunting inside the 
perimeter of their network,” he added. 

Companies also need to get their entire leadership, from the chief executive to the general 
counsel to the chief financial officer, involved in developing a cybersecurity strategy, Mr. 
Henry said. “If leadership doesn’t say, ‘This is important, let’s sit down and come up 
with a plan right now in our organization; let’s have a strategy,’ then it’s never going to 
happen, and that is a frustrating thing for me,” he said. 

Write to Devlin Barrett at devlm.barrett@wsj.com 

A version of this article appeared March 28, 2012, on page BI in the U.S. edition of The 
Wall Street Journal, with the headline: U.S. Outgunned in Hacker War. 

Copyright 2012 Dow Jones efe Company, Inc. All Rights Reserved 
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Mr. Fattah. I want to thank the panel. I want to concur with 
the chairman about the import of the substance of the article. 
Thank you. 

Mr. Wolf. Great, thank you. And I want to thank you all again. 
I appreciate it. 

The last two witnesses will be NIST and NSF. And I know you 
have to give testimony some other place somewhere. So you can 
summarize your statement, and the full statement will appear in 
the record. And why do we not begin directly. Good morning, how 
are you? We will go with Dr. Subra Suresh first, and then Dr. Gal- 
lagher. 


Testimony of Dr. Subra Suresh 

Dr. Suresh. Chairman Wolf, Ranking Member Fattah, I am very 
pleased to be here with you today to discuss the National Science 
Foundation’s role in advanced manufacturing. 

Advanced manufacturing holds a tremendous potential for sig- 
nificant short term and long term economic impact. By creating 
new methodologies and inspiring novel paradigms we can — and 
are — transforming traditional manufacturing. 

NSF has played a significant role in U.S. prosperity and in the 
education and development of the Nation’s science and engineering 
workforce. NSF will continue its role as the Nation’s innovation en- 
gine. The fuel for that engine is fundamental research. Scientific 
research with its long term perspective, strong emphasis on dis- 
ciplinary excellence and multidisciplinary interactions is a critical 
foundation for both transformational science and economic competi- 
tiveness. 

So today I would like to touch on three areas that drive these 
ecosystems of innovation. One, NSF’s long term involvement in 
manufacturing research. Two, the value of public/private partner- 
ships. And three, NSF’s latest initiatives. 

NSF’s support for engineered systems research has laid the 
groundwork for technology advances for decades. In the 1960’s and 
1970’s NSF provided funding for mathematical and process innova- 
tions that led directly to rapid prototyping which revolutionized 
how products are designed and manufactured. As the needs of the 
nation evolved NSF launched the engineering research centers in 
1985 to further enhance the connections between the basic research 
enterprise and industry. The ERCs provided an environment where 
university research and industry learned to work side by side on 
problems of mutual interest. Today there are over 550 industry 
members working with NSF funded engineering research centers. 

The Industry and University Cooperative Research Program, 
lUCRC Centers, offer another public/private partnership model. Es- 
tablished in 1979, NSF provides lUCRCs with a modest amount of 
funding as base support to focus on precompetitive fundamental re- 
search. The vast majority of research funds are then contributed by 
center sponsors, including 700 industry partners, 100 member uni- 
versities, state governments, and national laboratories. 

As an example, in 2009 alone, $8 million invested by NSF at- 
tracted more than $80 million in support to lUCRCs, leveraging 
federal dollars at a ten to one ratio, a significant return on tax- 
payers’ investment. 
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Just last summer we launched the NSF Innovation Corps, or I- 
Corps. And just last week, we announced 25 new programs. Last 
summer there were 21 programs announced. Early indications are 
that a significant fraction of these activities will go well heyond 
basic research to commercial viability. Again, this is another exam- 
ple of the strength of public/private partnerships. 

These strong links between the public and private sectors help 
speed the transformation of research discoveries into products that 
benefit the greater good, support researchers, and advance NSF’s 
role to spur innovation. One such partnership is our work with the 
Semiconductor Industry Association through the Nanoelectronics 
Research Initiative. This effort helps to enhance nanoelectronics re- 
search and education, strengthen industry linkages with NSF cen- 
ters, and develop future researchers to help drive the field. 

NSF continues to foster active collaborations in materials re- 
search through its materials research science and engineering cen- 
ters. These centers have resulted in 60 start-up companies in 13 
States, employing more than a thousand people. These results un- 
derscore examples of the value of public/private partnerships as pil- 
lars of innovation and job creation. 

Perhaps most important is the value of a trained workforce. Of 
special note is the advanced technological education program that 
supports community colleges to address industry workforce needs. 
At the same time, we are working with the American Society for 
Engineering Education to place postdoctoral fellows in industrial 
settings to strengthen the linkages between NSF-supported re- 
search and industrial partners. 

Let me conclude by mentioning some of NSF’s latest initiatives 
in this critical area. In fiscal year 2013 NSF Cyber Enabled Mate- 
rials Manufacturing and Smart Systems (CEMMSS) will invest 
$257 million in a path breaking effort to develop smart systems 
that can sense, respond and adapt to changes in the environment. 
The program brings together researchers and educators from the 
fields of advanced manufacturing, materials science, and robotics to 
build an integrated community of interest and stimulate new direc- 
tions in research. CEMMSS will help develop smart systems of to- 
morrow that will vastly exceed those of today in terms of adapt- 
ability, autonomy, functionality, efficiency, reliability, safety, and 
usability. 

This research includes $149 million for the President’s Advanced 
Manufacturing Initiative and includes NSF participation in the 
Materials Genome Initiative and the National Robotics Initiative. 
Let us take the Materials Genome Initiative as an example. Typi- 
cally if you take structural materials it takes 20 years from the 
conception of a new material to putting that material into practice. 
The goal of the Materials Genome Initiative is to accelerate that 
time by more than a factor of two. So instead of 20 years it is less 
then ten years. And this is the goal by employing the latest tools, 
technologies, computations, real-time data, and data sharing net- 
works. 

Let me give you another example from the National Nanotech- 
nology Initiative, since we heard testimony earlier today about 
nano. Since the National Nanotechnology Initiative was announced 
in 1999 NSF-funded nanoscience and nanoengineering centers 
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alone, which were funded to further fundamental research and cre- 
ate new knowledge, have created more than 180 companies that 
also involved 1,200 major corporations, and many of them engaged 
in new areas of manufacturing. So that is a byproduct of funda- 
mental research. 

All these activities are cross agency initiatives and they will help 
stem the decline in U.S. manufacturing as a share of GDP and em- 
ployment. This leap ahead effort is needed to meet challenges to 
U.S. competitiveness and to create high quality manufacturing jobs 
across the country. 

Mr. Chairman, these few examples will only scratch the surface 
of the work at NSF. I look forward to continued working with the 
subcommittee as we strive to ensure that America remains at the 
epicenter of research, innovation, and learning that is driving our 
economies. I would be happy to answer any questions. Thank you. 

[The information follows:] 
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Chairman Wolf, Ranking Member Fattah, and Members of the Subcommittee, it is my privilege 
to be here with you today to discuss the National Science Foundation’s role in advanced 
manufacturing. 


Introduction 

In February, the National Science and Technology Council in the Executive Office of the 
President released a "'National Strategic Plan for Advanced Manufacturing.” Focusing on 
means of acceleration of innovation for advanced manufacturing, this report identifies five key 
objectives for federal agencies involved in supporting advanced manufacturing. While NSF 
plays a role in all five objectives, of particular importance for NSF are the contributions we can 
make in (a) basic research relating to advanced manufacturing, (b) supporting the necessary 
educational background for a growing advanced manufacturing sector, and (c) leading by 
example in important paitnership programs among academia, government and industry focused 
on advanced manufacturing. We play a critical role in investing in basic research which serv'es 
as the foundation for advancements in many fields, including manufacturing. And, realizing that 
innovative ideas come from an innovative, talented workforce, we invest in critical programs that 
support education in key areas of science and engineering. In many cases, both in research and 
in education, we accomplish these objectives through active partnerships with other agencies and 
industry. 
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NSF’s Historical and Present Investments in Basic Research and Edncation Relating to 
Advanced Mannfactnring 

Few areas of research hold as much potential for significant short-term and long-term economic 
impact as research in advanced manufacturing. Rather than a “refinement” of traditional 
manufacturing processes, advanced manufacturing involves new' methodologies, new systems, 
new processes, and entirely new paradigms for translating fundamental raw materials into 
finished products. In many cases, advanced manufacturing promises entirely new classes and 
families of products having previously unattainable properties and functionalities. 

NSF has enjoyed long supported basic research investments in the sciences and engineering that 
have made dramatic impact on advanced manufacturing. Investment in basic research in 
advanced manufacturing exists through core programs primarily in three Directorates, namely 
Engineering (ENG), Computer and Information Science and Engineering (CISE), and 
Mathematics and Physical Sciences (MPS). For example, since 1 987 NSF has had a division 
dedicated to supporting fundamental efforts within the design and manufacturing research 
community. Early research investments made by NSF have led to the creation of wholly new 
manufacturing processes including additive manufacturing (solid freeform processing) and tissue 
engineering Today, the Division of Civil, Mechanical and Manufacturing Innovation (CMMl) in 
ENG has an entire advanced manufacturing cluster, which supports manufacturing enterprise 
sy.stems, operations research, manufacturing machines and equipment, materials processing and 
manufacturing, and scalable nanomanufacturing. Further, numerous cross-cutting programs 
have substantial investments in advanced manufacturing research, education, and industrial 
partnerships. Notably, the Grant Opportunities for Academic Liaison with Industry (GOALl) 
supports individual researchers from the core programs to collaborate directly with industry to 
ensure relevance, provide graduate and undergraduate students access to project based learning 
environments, and more easily translate research findings to practical use. 

Additionally, NSF supports advanced manufacturing through several center-scale activities that 
provide support to activities that are more focused, larger scale, and greatly integrative in nature. 
For example, the Engineering Research Centers (ERC) program has a rich history of supporting 
frontier research aimed at solving systems level challenges in a holistic collaborative manner. 
Presently, the ERC program supports .several centers that possess an advanced manufacturing 
focus, ranging from advanced particulate manufacturing techniques relevant to pharmaceutical 
industry to more broadly applicable computational tools to enable scalable nanomanufacturing. 
For example, the Structure Organic Particulate Systems (CSOPS) ERC at Rutgers, focuses on 
improving the effectiveness of the manufacturing of pharmaceuticals. Working with 
pharmaceutical industry leaders the CSOPS develops and integrates technologies for continuous 
manufacturing of tablets and capsules. This transformational approach moves the industry from 
costly batch processing towards affordable and higher quality continuous manufacturing 
techniques. Working with the ERC, industry has been able to demonstrate the capacity to 
effectively mitigate the three manufacturing challenges associated with batch processing; 
segregation, agglomeration, and compact quality. Recently the ERC and its industrial partners 
accelerated the commercialization of continuous processing technology. In a public-private 
partnership, NSF and industry provided funds to build experimental production lines. This 
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approach linked pharmaceutical companies (who usually compete with each other) in strategic 
partnership to advance this manufacturing technology which may become an industry standard. 

All ERCs create a culture in academe that joins research, education, and innovation that builds 
upon partnerships with industry to strengthen the innovative capacity of the U.S. in a global 
context. NSF leverages funds from industry to support graduate students performing industrially 
relevant research in team environments with systems level approaches. Surveys of industrial 
partners indicate that ERCs produce engineering graduates who are creative and innovative 
practitioners, more capable of leading teams to advance technology in established firms or 
leading new firms. Through innovative education of talented graduate and undergraduate 
students, ERCs are providing our nation the next generation of scientific and engineering leaders. 

Industry/University Cooperative Research Centers (I/UCRCs) have had tremendous impact on 
the advanced manufacutimg sector over the past two decades. These truly collaborative centers 
integrate industry, academia, and government laboratories to address use-inspired industrially 
relevant fundamental research questions, promote industrial collaboration in research and 
education integration, and enable direct transfer of innovative concepts, research results, and 
technology to U.S. industry. With indu.strial and other support totaling 10 to 15 times the NSF 
investment, I/UCRCs are a premier example of "leveraged" funding. Recent analysis of the 
centers indicates that there are roughly 700 industry partners; 100 member universities; state 
governments, and national laboratories that participate in one or more of the 59 centers. Of the 
current 59 centers, 1 7 directly contribute to advanced manufacturing research. Examples include 
the Center for Particulates and Surfactants at Columbia University, the Center for Laser and 
Plasma in Advanced Manufacturing at the University of Virginia and Southern Methodist 
University, the Center for Precision Forming at the Ohio State University and the Center for 
Sensors and Actuators at UC-Berkcley. 

Through investments made over the past decade, the National Nanotechnology Initiative (NNI) 
has supported fundamental research projects that have produced countless dramatic discoveries 
and enabled wholly new approaches to sensors, electronics, and advanced materials. Yet, to 
realize the benefit of these discoveries, new scalable and sustainable manufacturing processes 
and techniques must be advanced since current practices and manufacturing teclinology may be 
inadequate. Consequently, NSF has supported nanomanufacturing research, facilities, and 
educational opportunities through a portfolio of centers, targeted solicitations, and a dedicated 
core program. For example. The Foundation supports NSECs (Nanoscale Science and 
Engineering Centers), that focus on manufacturing at the nanoscale. These centers have strong 
partnerships with industry and national laboratories. These centers are focused on solutions to 
unique scaling challenges that must be addressed in order to realize the promise of 
nanotechnology discoveries. NSF also supports the National Nanomanufacturing Network 
(NNN), which includes the NSF NSECs and non-NSF centers in collaboration with the 
Department of Defense (DoD), National Institute of Standards and Technology (NIST), and 
industry partners in an alliance to advance nanomanufacturing capabilities by providing access to 
shared state of the research instrumentation and analysis equipment. These facilities are used 
widely by the nanoscale science and engineering research community and have enabled rapid 
advances in sensors, energy storage, computer memory, and nanoelectronics. More recently 
NSF has participated in the NNI Signature Initiative on Scalable Nanomanufacturing, making 
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awards to support interdisciplinary research that accelerates nanotechnology breakthroughs 
towards scalable commereially viable manufacturing processes. 

The NSF Small Business limovation Research and Small Business Technology Transfer 
programs catalyze the development of small businesses, which are integral to new jobs and the 
economy. These programs have helped small firms successfully develop cutting-edge 
teehnologies and products and provided support to fledgling small businesses that form the core 
of the nation’s manufacturing base. Across the government, SBIR programs are now the largest 
single source of patents in the United States. Within NSF, over 30% of the SBIR programs are 
focused on manufacturing topics. As the birthplace of SBIR, NSF takes special satisfaction in 
the program’s expansion and positive impacts. 

Micro-electronics pioneer Carver Mead has stated that a key enabler of the explosive growTh of 
the microelectronics industry was the hiring of students who carried knowledge of the automated 
chip design techniques they learned in university labs into the industry. Similarly, a unifying 
feature of our plans for manufacturing education is the tight coupling of students to the existing 
manufacturing infrastructure through established interfaces and the development of novel 
software and networked infrastructure. Many recent studies and analysis on advanced 
manufacturing have specifically noted the need for highly educated and skilled workers at the 
community college and undergraduate level.. With an emphasis on two-year colleges, the 
Advanced Technological Education (ATE) program focuses on the education of technicians for 
the high-technology fields that drive our nation's economy. The program involves partnerships 
between academic institutions and employers to promote improvement in the education of 
science and engineering technicians at the undergraduate and secondary school levels. The ATE 
program supports curriculum development; professional development of college faculty and 
secondary school teachers; career pathways to two-year colleges from secondary schools and 
from two-year colleges to four-year institutions; and other activities. Another goal is articulation 
between two-year and four-year programs for lC-12 prospective teachers that focus on 
technological education tightly coupled to industrially relevant needs. Presently the ATE 
program supports 9 centers that specifically address advanced manufacturing technologies and 
the specific needs in areas ranging from high-performance welding to rapid prototyping and 
additive manufacturing. Many centers have national impact beyond their communities. For 
example the National Center for Manufacturing Education (NCME) located at Sinclair 
Community College in Dayton, OH serves manufacturing and engineering technology educators 
with high-quality resources in emerging technologies and innovative classroom strategies via the 
Manufacturing and Engineering Technology Clearinghouse (METEC). This searchable 
database of materials provides quick and facile access to best practices in manufacturing 
education. 


NSF’s Proposed FY2013 Investments in Basic Research and Education Relating to 
Advanced Manufacturing 

NSF’s core scientific and engineering programs have produced many fundamental advances that 
have enabled and continue to enable breakthrough manufacturing technologies, many 
implemented worldwide. Core research programs and special initiatives achieve similar results 
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by bringing research communities together to address critical manufacturing needs that cross 
disciplines. NSF’s educational programs enable faculty to develop the associated curricula and 
laboratories needed to prepare undergraduate and community college students in the new 
technologies needed by manufacturing companies, and NSF irmovation programs transition these 
competitive new technologies to the marketplace. 

Today NSF is developing a fully integrated manufacturing research and educational 
infrastructure into a coordinated program to address critical needs. One major issue we face is 
the near simultaneous availability of the most advanced manufacturing technologies throughout 
the world. Through our investments in basic research, we explore possibilities for increasing 
competitiveness by simplifying, streamlining, speeding, and vastly increasing the access of US 
citizens to manufacturing resources. Such access builds on the model of web-based commerce, 
leverages the Internet backbone, and takes advantage of our entrepreneurial culture that admires 
risk-taking and doesn’t dishonor the failures that are the normal prerequisites of success. Our 
thesis is that this culture may be our true major global competitive advantage. 

in FY2013, NSF will expand existing programs pertaining to advanced manufacturing research 
and education, and initiate some new' programs and collaborations focusing on this area. The 
NSF’s Materials, Manufacturing, and Smart Systems (CEMMSS) portfolio will spur 
marketplace innovation, leading to high technology jobs and industrial growth in the United 
States. This path-breaking effort accelerates the convergence of frontier research in materials, 
cyber-enabled systems, and manufacturing science. Designing Materials to Revolutionize and 
Engineer our Future (DMREF) will synergistically utilize cyber-enabled modeling, data, and 
experimental approaches to accelerate materials discovery and development, allowing the Nation 
to deploy advanced materials systems twice as fast as possible today at a fraction of the cost. 

This portfolio also will include research to advance sensor- and model-based smart 
manufacturing, advanced robotics and materials, and nano-manufacturing. Research on Cyber 
Physical Systems (CPS) will transform static manufacturing systems into adaptive, “smart” 
systems that can sense and adapt to environmental change. Likew'ise, the multi-agency National 
Robotics Initiative (NRl) will help develop robots that work beside, interact cooperatively with, 
or assist people in performing a variety of tasks. 

NSF’s contribution to the nanomanufacturing program component area of National 
Nanotechnology Initiative (NNI) will support new concepts for high-rate synthesis and 
sustainable processing of nanostructures, nanostructured catalysts, nanobiotechnology methods, 
fabrication methods for devices, and their assembly into scalable nanosystems and then into 
larger scale applications of importance to industry. Likewise, NSF’s BioFconomy portfolio will 
demonstrate the Agency’s commitment to investing in bio- and bio-inspired manufacturing 
research that w'ill catalyze innovations in energy conversion technologies, biofuels, bio-based 
value-added chemicals and healthcare. 

NSF will continue to encourage industry-university collaboration in support of advanced 
manufacturing. The Industry/University Cooperative Research Centers (l/UCRC) program, 
active in both ENG and CISE. is building innovative capacity in advanced manufacturing 
through its centers’ long-term partnerships between universities and key industry sectors. The 
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Engineering Research Centers (ERC) program emphasizes systems-level approaches to 
providing next-generation manufacturing technology. 

NSF will build upon longstanding relationships with DoD, DoE, DoC, EPA and NASA 
manufacturing programs through the NSTC Interagency Working Group on Advanced 
Manufacturing and other activities to pursue extensive partnering in advanced manufacturing. 
NSF will also participate in the Advanced Manufacturing National Program Office, which will 
be closely linked to the NSTC working group. 

NSF STEM education programs are critical to the fumre of manufacturing in the U.S. The 
portfolio of research and education programs at NSF, such as the Engineering Research Centers 
and STEM education programs, will support these advanced manufacturing initiatives. The 
large-scale centers programs are necessary to bring synergy to the technical advances made in 
academic research such that they are readily adopted by industry. The Advanced Technological 
Education (ATE) program focuses on education for high-technology fields that drive our nation’s 
economy, with an emphasis on two-year colleges to produce well-qualified science and 
engineering technicians for existing and emerging advanced technological fields. Partnerships 
between academic institutions and employers support career pathways to two-year and four-year 
colleges and into the workplace. 

And finally, NSF expects to be a core partner in the National Network for Manufacturing 
Innovation, which was proposed by the President on March 9, along with the National Institute 
of Standards and Technology, and the Departments of Defense, Energy, and Commerce. We 
will be a partner with these same agencies in the pilot institute for manufacturing innovation, 
which the President announced in the same speech. Our primary role, as in other advanced 
manufaeturing activities is to support basic research and education leading directly to 
advancements in this area. We very much look forward to partnership with our sister agencies in 
this endeavor. 

Summary 

Mr. Chairman, first and foremost, NSF is all about support for ba.fic research and education in 
science and engineering. Our contributions to advanced manufacturing are no different. We will 
continue to provide support primarily for those research considerations that will have long term 
impact, and for those educational programs which contribute directly to strengthening the 
scientific and engineering workforce capable of contributing to "the new advanced 
manufacturing". Both of these objectives are key to the future of advanced manufacturing in this 
country. 

Thank you Mr. Chairman for this opportunity to highlight NSF’s contributions to the nation’s 
advanced manufacturing agenda. I will be pleased to answer any questions you may have. 
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Mr. Wolf. Dr. Gallagher. 

Testimony of Dr. Patrick Gallagher 

Dr. Gallagher. Thank you, Mr. Chairman, Ranking Member 
Fattah. Let me start by thanking both of your personally for your 
leadership on this topic. You have been out in front talking and 
really demanding of us that we focus on manufacturing long before 
this hearing and long before it was fashionable to do that. And I 
think today we find ourselves in the middle of one of the strongest 
national discussions about the role of manufacturing that I have 
seen in my 18 years in government. And I think your leadership 
has played no small role in this, and I really appreciate that. In 
fact the President has embraced this as well. As he has said re- 
cently, “An economy built to last demands that we keep doing ev- 
erything we can do to strengthen American manufacturing.” 

And echoing a lot of the themes we have heard today, the Presi- 
dent’s Council of Advisors on Science and Technology released a re- 
port last summer on advanced manufacturing that laid out the case 
about why advanced manufacturing remains so essential to our 
country. And that includes the type of jobs it creates, it includes 
the deep interplay between manufacturing and trade. It is tied to 
national security. And, in particular, it is deeply entwined with the 
role of innovation. Manufacturing and innovation in fact are deeply 
interdependent. And it made the case that the government should 
play an important role through the development of an innovation 
policy as compared to an industrial policy, and that difference is 
crucial. 

Innovation policy, according to the report, would have the Fed- 
eral Government not only support the sustained investment in 
basic research but also promote and coinvest in the precompetitive 
applied research, to make sure that we do not drop the ball, if you 
will, on the maturation and scale up that we need to reap the bene- 
fits in manufacturing. 

Given the breadth of manufacturing, which is really one of the 
key challenges we face, the report ended up looking at a broad 
range of approaches to support this key sector of our economy. And 
it covered research and development, tax, trade, workforce, small 
business assistance, education, and all of these different areas. The 
breadth of issues is one of the characteristics of manufacturing pol- 
icy, as you well know. 

One of the outgrowths of this report is the White House has es- 
tablished an Office of Manufacturing Policy. This is the cabinet 
level coordination for the federal government’s effort across these 
areas, and the office is cochaired by Secretary of Commerce John 
Bryson and the Director of the National Economic Council, Gene 
Sperling. 

Today what I would like to do is focus on the advanced manufac- 
turing, and particularly the interplay with innovation. This com- 
mittee as well as our authorizing committees in both the House 
and Senate has recognized for a number of years now the impor- 
tance of advanced manufacturing and the role that NIST and NSF 
play, and, in fact, embedded those roles in the America COM- 
PETES Reauthorization Act. It tasked NIST to focus and increase 
its attention on the manufacturing sector and, in fact, to do a 
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study. And, just a few weeks ago the administration released a na- 
tional strategy plan for advanced manufacturing that was a prod- 
uct of the National Science and Technology Council. 

In June of last summer when the PCAST released its report in 
manufacturing the President called for the formation of an ad- 
vanced manufacturing partnership, it has been called AMP. And 
the purpose was to bring together an all of industry, all of aca- 
demia, and all of government effort to work together on creating 
the conditions to support high quality, high tech manufacturing 
and improve its competitiveness. In response to that partnership 
NIST was designated as the national program office to support an 
interagency effort to coordinate the work of all the federal agencies 
in this area and we are working closely with my colleagues at NSF, 
the Energy Department, and the Defense Department in par- 
ticular. 

An important part of any solution around manufacturing is the 
role around public/private partnerships. And I think this happens 
because you are talking about the interplay between our publicly 
funded R&D and this commercial activity that is happening in the 
private sector. And what happens in the middle now really matters 
to this process. 

Last week I had the privilege of speaking to the National Asso- 
ciation of Development Organizations, NADO, which represents re- 
gional, multicounty organizations heavily involved in economic de- 
velopment and service delivery. They are passionate about ad- 
vanced manufacturing. And, in fact, I made the case that they will 
have a critical role to play. 

At NIST manufacturing is driving everything we do. At a funda- 
mental level I reorganized the agency to increase the focus of the 
agency on manufacturing, increase its relevance and make it more 
responsive to industry. Today we are including a deep dive into as- 
sessing the quality of these laboratory programs at NIST by leader- 
ship from industry. At the practice level our budget request reflects 
the President’s strong commitment to manufacturing. And the ma- 
jority of the increases that we are proposing are specifically focused 
on manufacturing, particularly in these emerging technology areas 
where the role of measurement is so central. 

We have also called for efforts to work in this space, in between 
the public and private sector. One of these is the Advanced Manu- 
facturing Technology program which seeks to promote the forma- 
tion of consortia, where we can get competing companies to work 
collectively together to tackle precompetitive research issues that if 
we solve them it benefits all of the participants. The MEP program 
has been central to supporting manufacturing, particularly the crit- 
ical small- and mid-sized manufacturing base. And that program is 
focusing on what we call next generation MEP strategies that move 
beyond simple productivity and looking at opening up new markets 
and accelerating technology adoption. This leads to business 
growth. And we are also looking and playing a key role in the ad- 
ministration’s new focus on technology transfer. Dr. Singerman be- 
hind me is playing a lead role there. 

And Mr. Chairman, when you talked to me about holding this 
hearing you said, “We are looking for some big ideas of things that 
we can work together on advanced manufacturing.” And I guess for 
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me the one theme that I would hold out is we need to find a way 
to have government, or let us say public sector because it includes 
state and local governments as well as the federal sector, work in 
concert with our business sector. And I think that is really where 
the heart of this answer lies. 

The President announced as part of his initiative, a big idea. 
This National Network for Manufacturing Innovation. This was a 
billion dollars, one time funding, to form institutes where our lead- 
ing academic research community can work alongside industry on 
industrially relevant problems, very much like our large companies 
used to do when they had corporate R&D activities, like Bell Labs. 
And that would accelerate, this is really about tech transfer, inno- 
vation and its adoption by industry. A key part of almost any pro- 
gram we look at is these partnerships. The synergy is really where 
I think the creative spark is contained. And I think it is where the 
solutions lie in our approach to manufacturing. And I want to 
thank you once again for the opportunity to talk to you. 

[The information follows:] 
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Chairman Wolf, Ranking Member Fattah, and Members of the Committee, thank you for 
the opportunity to appear before you today to discuss the importance of manufacturing in 
the President’s fiscal year (FY) 2013 Budget and how the budget promotes sustainable 
economic growth based on a revitalized American manufacturing sector. The 
Administration’s budget request for the National Institute of Standards and Technology 
(NIST), and its emphasis on manufacturing reflects the important role that NIST plays as 
part of President Obama’s ^'Blueprint for an America Built to Last." As the President 
said recently in Annandale, Virginia, ^fAn] economy built to last demands that we keep 
doing everything we can to. ... keep strengthening American manufacturing. ’’ Secretary 
of Commerce John Bryson amplifies that message when he tells us that in order to create 
good paying jobs, we need to help more American businesses “build it here and sell it 
everywhere. ” As the Under Secretary of Commerce for Standards and Technology at 
NIST, I see every day how critical the United States (U.S.) manufacturing base is to our 
economy, 

A recent report by the National Science and Technology Council, “A National Strategic 
Plan for Advanced Manufacturing,” stated that advanced manufacturing is a matter of 
fundamental importance to the economic strength and national security of the United 
States.’ The President has clearly articulated his plan to bolster the U.S. manufacturing 
base by calling for a national manufacturing strategy and supporting a number of 
manufacturing initiatives in the FY 2013 budget. 


National Manufacturing Trends - Manufacturing is Key to Strong Economy 

As President Obama said in his 2012 State of the Union address, “We have a huge 
opportunity, at this moment, to bring manufacturing back. But we have to seize it." “The 
blueprint for an economy built to last," he said, “begins with American manufacturing." 
By itself if the U.S. manufacturing sector were a country, it would be the 9th largest 
economy in the world.^ There are nearly 12 million jobs in the manufacturing sector.^ 
These are high-quality jobs."* 

Manufacturing is also closely tied to our nation’s capacity to innovate. Manufacturing 
makes a disproportionately large contribution to U.S. irmovation, accounting for 70% of 
private sector research and development (R&D) and developing capabilities that support 
the next generation of products and processes.^ Manufacturing represents 60 percent of 
U.S. exports and must play a critical role in an expansion of our exports and a move 
toward more balanced trade.^ Manufacturing increases economic activity in other 
sectors, creates jobs up and down the supply chain, and anchors employment in 
communities around the country. U.S. manufacturing has been losing ground in the face 
of global competition. China is edging closer to the U.S. in terms of total volume of 
manufacturing output, and the U.S. has slipped below Germany, Korea, and Japan in the 


’ The National Science and Technology Council,” A National Strategic Plan of Advanced Manufacturing", 2012. 

Bureau of Economic Analysis Manufacturing Industry Data Tables 2010 
^ Bureau of Labor Statistics, February Employment Situation Summary, March 9, 2012, Table B-1. 

^ NSTC A National Strategic Plan for Advanced Manufacturing February 2012 pg 2. 

^ National Science Board, Science and Engineering indicators 2012, Appendix Table 4-14 and Table 3-32. 

® Bureau of Economic Analysis and Census, U.S. International Trade in Goods and Services. 
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rankings of R&D intensity in the manufacturing sector, a critical indicator of future job- 
creating innovation.^ More alarming for the long-term health of U.S. innovative capacity 
is the trade balance in advanced technology manufactured products, many of them 
invented in the U. S. The trade balance on these products turned negative in 2001, and the 
gap has widened in the decade since (currently a $99 billion deficit as measured by the 
U.S. Census Bureau®). 

The President recognizes that these trends threaten the long-term economic security of 
the country and is committed to putting in place the programs and policy that will help 
reverse these trends and strengthen the U.S. manufacturing base in the long term. 

Progress is being made. During the past two years, we have begun to see positive signs 
in American manufacturing; the manufacturing sector has added more than 425,000 
jobs®, and more companies are making the decision to “in-source” - bringing jobs back 
and making it here. The Administration is working in close partnership with community 
colleges, apprenticeship programs and other training providers to ensure the U.S. has a 
technical workforce with industrially relevant training and experience required by 
industry. 

Even so, we must do more. Today’s challenges require stepping up efforts to enhance 
and strengthen the Nation’s underlying technical infrastructure, which is integral to our 
innovation and advanced manufacturing capabilities. 

To reap the economic benefits of our ability to innovate, our Nation’s manufacturing 
sector must be able to renew itself by adopting new technology and developing new 
markets. The Nation’s manufacturers must respond quickly and effectively to an ever- 
changing mix of requirements, risks, and opportunities, from rising energy costs to 
emerging technologies and markets. 


Revitalizing American Manufacturing 

Building on the work of the President’s Council of Advisors on Science and Technology 
(PCAST) and as part of the Administration’s comprehensive effort to secure the future of 
the Nation’s global competitiveness in manufacturing, the Departments of Commerce, 
Defense, and Energy worked together to lead an interagency effort under the National 
Science and Teclmology Council’s (NSTC) Committee on Technology to assess the 
patterns and trends in U.S. Advanced Manufacturing. Through this work it became clear 
that the acceleration of innovation for advanced manufacturing requires bridging a 
number of gaps in the present U.S. innovation system, particularly the gap between R&D 
activities and the deployment of technological innovations in domestic production of 


^ NSTC A National Strategic Plan for Advanced Manufacturing February 2012 pg 5. 

® The Census Bureau defines Advanced Technology Products using about 500 of some 22,000 commodity classification 
codes used in reporting U.S. merchandise trade. Each of the 500 codes meets the following three criteria -(1) the code 
contains products whose technology is from a recognized high technology field, (2) these products represent leading edge 
technology in that field, and (3) such products constitute a significant part of all items covered in the selected classification 
code. 

^ Bureau of Labor Statistics, calculated from Employment, Hours, and Earnings database, March 19, 2012 
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goods. To guide the Federal government’s efforts to address the gaps, the group 
developed and made public the “National Strategic Plan for Advanced Manufacturing.” 

The strategic plan lays out a robust innovation policy that would help to close these gaps 
and address the full lifecycle of technology. It also incorporates intensive engagement 
among industry, labor, academia, and government at the national, state, and regional 
levels. Partnerships among diverse stakeholders, varying by location and objective, are a 
keystone of the strategy. 

This new advanced manufacturing plan provides a solid foundation on which to erect a 
Federal policy that will enable the United States to fulfill Commerce Secretary .lohn 
Bryson’s vision of: “build it here, and sell it everywhere.” 

The Administration is taking steps to enhance the integration and coordination of 
manufacturing policy and programs across the Federal government throughorganizational 
efforts such as: 

• The White House Office of Manufacturing Policy. To improve the coordination of 
manufacturing policy across the Federal government, President Obama 
announced on December 12, 201 1 that Commerce Secretary John Bryson and 
National Economic Council Director Gene Sperling will be co-chairs of the White 
Flouse Office of Manufacturing Policy. The office has begun to convene cabinet- 
level meetings to implement and coordinate priority manufacturing initiatives. 

• The Advanced Manufacturing Partnership (AMP). Launched in June 2011”, 
AMP identifies opportunities for industry, academia, and government to 
collaborate in order to accelerate the development and deployment of emerging 
technologies with the potential to transform and reinvigorate advanced 
manufacturing in the U.S. The AMP Steering Committee, working through the 
PCAST framework, is bringing together leading experts from industry and 
academia, including CEOs of major manufacturing firms and presidents of 
leading universities, who are working to develop recommendations for catalyzing 
manufacturing innovation in the U.S. 

• The Advanced Manufacturing National Program Office (AM-NPO). To 
effectively coordinate resources targeting advanced manufacturing across the 
Federal government, NIST will host the Advanced Manufacturing National 
Program Office (AM-NPO). The AM-NPO is intended to strengthen interactions 
with the private .sector, to enable the private-public partnerships that are 
fundamental to improving the U.S. manufacturing sector’s competitiveness and 
innovation, and to link these partnerships to relevant Federal resources. A critical 
aspect of the AM-NPO is its “whole of government approach.” A diverse staff, 
consisting of representatives from federal government agencies including the 


http.7/www.whitehouse.aov/the-press-Qffice/2011/12/12/president-obama-names-commerce- 

secretarv-iQhn-brvson-nec-chair-gene-scer 

” http://www.whitehouse.aov/the-Dress-Qffice/2011/06/24/president-obama-launches-advanced- 
manufacturing-partnership 
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Department of Energy (DOE), the Department of Defense (DOD), the National 
Science Foundation (NSF), and NIST, as well as fellows horn industry and 
academia, will exchange information about their advanced manufacturing 
programs and plans, to enable better coordination. The AM-NPO will also work 
closely with the NSTC to coordinate policy. 


Manufacturing - the President’s FY 2013 Budget Request 

In his State of the Union Address, President Obama laid out “A Blueprint for an America 
Built to Last”. A central pillar of this vision is focused on manufacturing and creating 
new job opportunities through sound tax policies, enforcement of our trade laws, and 
investments in innovation, advanced technology, education, and infrastructure. 

The President’s FY 2013 budget has a strong focus on strengthening Advanced 
Manufacturing capabilities and calls for $2.2 billion for Federal advanced manufacturing 
R&D at NSF, DOD, DOE, the Department of Commerce (DOC), and other agencies, a 
19 percent increase from FY 2012 and over a 50 percent increase from FY 201 1. 

NIST plays a central role in these efforts, and providing the measurement tools and other 
essential technical assistance that U.S. manufacturers need to invent, innovate, and 
produce — more rapidly and more efficiently than their competitors — is a top NIST 
priority. The FY 2013 President’s Budget (Budget) for NIST lays out a robust set of 
initiatives that cover the range of the manufacturing lifecycle speetrum to reduee the gap 
between eutting-edge seience and development and the deployment of advaneed 
manufaeturing teehnologies. 


NIST Investment in Advanced Manufacturing - FY 13 Budget Initiatives 

The Budget includes an $81 million increase over the FY 2012 enacted level for the 
NIST laboratory programs, with $45 million dollars of that investment targeting NIST 
Laboratory Investments in Advanced Manufacturing. 

Measurement Science in support of Advanced Manufacturing: This $45 million dollar 
initiative is part of a larger $135 million overall investment in advanced manufacturing 
research at NIST. The initiative will focus on: 

• Metroloev Infrastructure and Standards to Support Biomanufacturine - Under 
this $10 million initiative, working closely with industry, the Food and Drug 
Administration, and standards organizations, NIST will develop the measurement 
infrastructure needed to gain detailed understanding of bio manufacturing 
processes and design methods that yield higher-quality therapeutic products. 
Continuous improvements will enable manufacturing processes that are 
sufficiently adaptable to accommodate manufacture of next-generation treatments. 

• Measurement Science and Standards to Support Nanomanufacturing ^$10 million 
will be spent on development of measurement methods to help companies 
overcome technical barriers to cost-effective, high-volume manufacturing of 
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materials, devices, and systems that exploit the exceptional properties exhibited at 
the nanoscale. This initiative includes $2 million for nanotechnology-related 
environmental, health, and safety research to address potential risks of 
nanotechnology based products. 

• Measurement Science and Standards to Speed Development and Industrial 
Applications of Advanced Materials - This $ 10 million effort will accelerate 
NIST efforts in support of the national Materials Genome Initiative, an 
interagency program with the goal of significantly reducing the time from 
discovery to commercial deployment of new materials. NIST will focus on 
standard reference databases, data assessment and validation, standards 
development and implementation, and modeling and simulation tools. 

• Measurement Science and Standards to Support Smart Manufacturing - $10 
million is slated to support smart manufacturing to exploit advances in sensors, 
data analytics, modeling, and simulation and integrates these technologies to 
improve manufacturing performance at all levels, from equipment to factory to 
supply chain. NIST will develop measurement capabilities and standards for 
automated in-process quality monitoring and control for factory-level production 
systems. NIST will also build a testbed to help industry, university, and 
government collaborators develop an open standards platform for facilitating the 
simultaneous engineering of the physical and virtual components of 
manufacturing systems. 

• NIST Manufacturing Fellowships Proeram - The Manufacturing Fellowships 
program will be funded at $5 million to provide opportunities for engineers and 
scientists to work with NIS T staff on the measurement and standards required to 
create cutting-edge tools for manufacturers. Fellowships will be available to 
qualified researchers from eompanies and non-profit organizations, as well as to 
recent recipients of bachelor’s or master’s degrees in relevant fields. 

Advanced Manufacturing Technology Consortia Program 

The Advanced Manufacturing Technology (AMTech) Consortia program, a $21 million 
investment in a new public-private partnership, will develop road maps of long-term 
industrial research needs and will fund research at leading universities and government 
laboratories directed at meeting those needs. 

The AMTech program was proposed in NIST’s FY 2012 budget but was not funded. The 
proposed program will provide cost-shared funding to industry-guided consortia that arc 
focused on developing advanced technologies to address major technical problems that 
inhibit development and wide.spread adoption of advanced manufacturing capabilities in 
the U.S. By convening key organizations across the entire irmovation lifecycle, AMTech 
w'ill help to create the infrastructure necessary for more efficient technology advancement 
and transfer, enabling and accelerating the transformation of inventions into 
commercially viable processes and products. These consortia will identify and conduct 
precompetitive research to address long-range basic R&D relevant to manufacturing, 
currently a weak link in the U.S. innovation ecosystem. AMTech will support high- 
value-added, knowledge-intensive U.S. -made products that respond to new market 
opportunities and generate high-skilled manufacturing jobs, discover cost-effective 
methods for making new products that safely exploit nanoscale materials, and develop 
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new types of manufacturing tools and processes that allow cost-effective and high-quality 
small batch production and create new market opportunities for small and mid-sized 
manufacturers. 

HoUings Manufacturing Extension Partnership (MEP) 

The MEP, a federal-state partnership, has a national network of MEP Centers located in 
all 50 states and Puerto Rico. Over 1.400 technical experts are associated with the 
Centers, helping small and medium-sized manufacturers navigate economic and business 
challenges and connecting them to public and private re.sources essential for increased 
competitiveness and profitability. 

Focused on U.S. based manufacturers for the past 20 years, MEP continues to evolve its 
suite of services to better serve America’s manufacturing base. In support of the 
President’s manufacturing strategy, MEP has recently developed a Supplier Scouting 
Program to support the current needs of the manufacturers it serves across the U.S. The 
Supplier Scouting Program is designed to help identify potential business opportunities 
for small U.S. manufacturers with specific capabilities and capacities that could be 
utilized by a larger domestic manufacturer. In response to the Buy America requirements 
of federal agencies and the supplier requirements of the large manufacturers, MEP 
leverages its vast knowledge of local manufacturer capabilities to identify and pre-qualify 
supplier capabilities and capacities and provide assistance to suppliers as needed. To 
further support this goal, MEP launched a new, searchable, web- based resource - the 
National Innovation Marketplace - to assist manufacturers in using emerging 
technologies and finding market opportunities and to move ideas from research in the 
labs to products. The site will enable businesses and entrepreneurs across the country to 
easily identify and contact more than 2,000 public-private organizations and initiatives 
designed to assist them. 

National Network for Manufacturing Innovation 

The President announced a new $1 billion proposal to create the National Network for 
Manufacturing Innovation (NNMI)'^. The President’s proposal will catalyze a network of 
up to fifteen Institutes for Manufacturing Innovation around the country. The Institutes 
will bring together industry, universities and community colleges, federal agencies, such 
as the Departments of Commerce, Defense, Energy, and the National Science 
Foundation, and U.S. states to accelerate innovation by investing in industrially-relevant 
manufacturing technologies with broad applications to bridge the gap between basic 
research and product development, provide shared assets to help companies - particularly 
small manufacturers - access cutting-edge capabilities and equipment, and create an 
unparalleled environment to educate and train students and workers in advanced 
manufacturing skills. Each Institute will serve as a regional hub of manufacturing 
excellence, providing the innovation mffastructure to support regional manufacturing and 
ensuring that our manufacturing sector is a key pillar in an economy that is built to last. 


Speech - http://www.whitehouse.qov/the-press-office/2012/03/09/remarks-oresident- 
manufacturing-and-economy 

Press release - http://www.whitehouse.oov/the-press-office/2012/03/09/Dresident-obama- 
announce-new-efforts-support-manufacturinq-innovation-en 
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This model has been successfully deployed in other countries and represents a gap in the 
U.S. manufacturing innovation infrastructure that the President’s proposal will address. 
We look forward to working with the Committee on legislation related to the 
establishment of this initiative. 


Summary 

The President recognizes that we must do more to enhance innovation in the 
manufacturing sector, support investment in new products, processes, and industries, and 
invest in the cross-cutting technologies that can improve the competitiveness of U.S. 
manufacturing. 

The FY 2013 NIST budget request reflects the Administration’s recognition of the 
important role that NIST plays in irmovation, as well as the impact that the research and 
services NIST provides can have the Nation’s long- term job creation and prosperity. 

In addition to the request for the NNMI, more than half of the proposed increased funding 
in the NIST budget is focused on advanced manufacturing research at NIST laboratories 
and through grants to industry-guided consortia. NIST will continue its mission to work 
with the private sector to ensure that U.S. manufacturers have the research support they 
need to make the best products in the world and remain globally competitive. The NIST 
laboratory programs, along with its outreach efforts and standards development work, are 
dedicated to providing U.S. industry with the tools needed to innovate, compete and 
flourish in today’s fierce global economy. 

I look forward to working with you, Mr. Chairman and members of the Committee, and 
would be happy to answer any questions. 
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Mr. Fattah. I did note the President has said he is putting the 
first one in Virginia, right? 

Dr. Gallagher. He announced it in Virginia. The pilot will actu- 
ally he competitive. 

Mr. Fattah. No, the one he is funding through already available 
dollars? 

Dr. Gallagher. It has not been announced yet. And I do not be- 
lieve it actually will be in Virginia, as far as I know. I think the 
pilot is leveraging funding from the Defense Department and 
so 

Mr. Fattah. Okay. I thought it was Virginia, but I could be 
wrong. 

Dr. Gallagher. I do not want to say you are wrong 

Mr. Wole. It is a good place to be. I think it is a wonderful 

Mr. Fattah. I know that is the Chairman’s home state, so that 
would be a good place to be. That is where it was announced, too. 

Mr. Wole. Yeah, it was. It was down in the Richmond area. 
Yeah. In the interest of time I am just going to have a couple of 
questions, because you have to go over to the Senate side, too, in 
a little while. I do not know, what is your schedule, so I know? 
What time does the upper body, the royal body expect you to 

Dr. SURESH. In a couple of hours or so, something like that. 

OUTSOURCING OE COMMERCIALIZED FEDERAL R&D 

Mr. Wolf. Okay. So we will try to keep it within that time 
frame. And you know both Mr. Fattah and I, and the other mem- 
bers, are very strong supporters of NIST and NSF. And so do not 
take a question the wrong way. I mean, we worked hard to plus 
up your budgets and we hope we can protect the funding here. But 
the previous panel, I think Mr. Phillips left, but the previous panel 
raised an interesting issue that I had really not thought too much 
about. I know Mr. Fattah has mentioned it a few times. But that 
is Federal tax dollars that have gone into innovation research and 
development that is then transferred overseas, for instance by GE. 
The previous gentleman asked if I could not get him an appoint- 
ment with GE, because I have been critical. Because they have 
taken their avionics deal to China and I worry that will in essence, 
in a few years, hurt Boeing, the Piasecki plant out there, and will 
really devastate that. 

I was raised five doors from a GE plant. It was the switch gear 
division. They were at 70th and Elmwood Avenue. You would know 
where that is. I had a paper box and I would sell papers outside 
the plant, but now it is gone. It is all gone. It is desolate now. It 
is just desolate. And yet Jeff Immelt announced several months ago 
that he was moving the GE healthcare facility, and the MRIs, from 
Waukesha, Wisconsin, where I have never been, to Beijing. And so, 
there are really two questions. One is I am going to ask you should 
we carry language that says that money that we put in for research 
and development must stay here. But can you think of R&D money 
that has been federally funded that has resulted in great innova- 
tion and new ideas, which are now being produced overseas, wheth- 
er in Beijing or Moscow or wherever the case may be? I am not try- 
ing to put you on the spot so do not worry. And you are close 
enough that we can ask you to get the examples. All this would 
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have been before you were there. I am trying to give you a way out 
so that you do not feel that you are being singled out, but can you 
think of major funding that has been given by the Federal Govern- 
ment that has resulted in major manufacturing and jobs abroad? 

Dr. Gallagher. Well I think both of us could probably generate 
a list, actually, of cases where federal R&D investments have re- 
sulted in largely manufacturing capacity abroad. In fact Secretary 
Chu is fond of looking specifically at photovoltaic technology which 
is now largely manufactured out of China. Those are really Amer- 
ican; results of American investments in R&D. 

I think the tricky issue here is this interplay between invest- 
ments in R&D, which has a big public investment aspect to it, and 
where we reap the benefits. In other words, where the commercial 
activity takes place is actually central to this whole issue. And 
manufacturing sits right at that point. And I think that is why we 
are talking about manufacturing. 

Mr. Fattah. But you can simplify it. That is in this gray area. 
But where there is no gray, you have got a federal lab, they hold 
a patent. You have got NASA, they hold 17,000 patents. They give 
a licensing agreement, in many instances for free, to the private 
sector to manufacture their new widget. The plant is then put some 
other place. The jobs are some other place. The licensing agree- 
ment, I believe Mr. Chairman, should require in that instance that 
if you are going to exercise the right to produce on that patent that 
those jobs take place here in America. 

Mr. Wolf. So what is your feeling about what Mr. Fattah said? 

Dr. Gallagher. So I do not disagree, that I think when you have 
IP and you are looking at license agreements that part of the dis- 
cussion has to be where the activity takes place. I cannot disagree. 
What I am pointing out is that there are other types of knowledge 
transfer that are happening upstream of when you have a licens- 
able patent that you are discussing. And we have an equal obliga- 
tion to make sure that the conditions are such that we promote 
manufacturing being located alongside R&D. That is actually when 
both are healthiest. And I think if we do that we will have to lean 
less on restrictive type controls to ensure. Because one of the prob- 
lems we will face is that in some cases the job creation activities 
occur long after the R&D activities. And so if we start looking at, 
it just could become a complicated 

Mr. Wolf. But as manufacturing leaves, the R&D eventually fol- 
lows it. I mean, we are seeing that. 

Dr. Gallagher. And I, well no, and I think that is fatal. I think 
that is, I would strongly agree that 

Mr. Wolf. So, I mean, I think this is really a very, very impor- 
tant issue. I mean, can you think of NSF funding that has gone to 
R&D innovation that has resulted in a large number of jobs 
abroad? 

Dr. SURESH. I am sure we can come up with examples, you know, 
of this. But NSF is unique in a way because we do not do any in 
house research whatsoever. 

Mr. Wolf. Yeah, but you fund though. You fund R&D. 

Dr. SuRESH. We fund but 

Mr. Wolf. You fund universities. Mr. Phillips was out of the 
room when I asked this question, but we were referencing you. 
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your comments. As Mr. Phillips made the comment, in the sixties 
and the seventies and the eighties, it was sort of the understanding 
that if it was American tax dollars that it would produce and result 
in American companies making things here in America. Because 
otherwise you are asking the American people to pay for something 
that later transfers out, for instance the avionics deal. Was any of 
that technology funded by American taxpayers that they are now 
going to be using to create jobs in 

Dr. Gallagher. I do not know, directly. 

Mr. Wolf. Yeah. Could you both look at that and see? 

Mr. Fattah. We can look right at NASA research in aeronautics. 

Dr. Gallagher. Yes. 

[The information follows:] 

Taxpayer-Funded Research and Creating Jobs in the U.S. 

NIST is not aware of any data to answer this question. It is important to come 
up with more effective responses to what we know happens; namely, offshoring of 
R&D and manufacturing occurs when industry is funding these two activities. 

Most federally funded R&D is going to be conducted domestically because the 
funding goes to entities with demonstrated domestic research capabilities; hence, 
the direct employment gain (in R&D) is domestic. 

However, the potential for offshoring jobs is much greater when industry takes 
over the a) funding of R&D — typically the more applied R&D leading directly to 
commercialization — and b) the subsequent manufacturing. In areas, such as aero- 
space, where government (DoD) intensively funds both early-phase (i.e.: proof-of-con- 
cept) research and the subsequent applied R&D, the job impact is largely domestic. 
Still, in manufacturing the 787 Dreamliner, Boeing has offshored a large fraction 
of the effort, which is probably some applied R&D in addition to the actual manufac- 
turing. In other industries, government only funds the early-phase technology re- 
search, such as in energy to a degree and more so in other areas of technology. Al- 
though this tends to induce domestic conduct of the subsequent industry-funded ap- 
plied R&D, it doesn’t always happen in today’s global technolo^-based markets. 
Certainly, domestic manufacturing is not guaranteed, as the Boeing example indi- 
cates. 

Also, there is often a significant lag between initial federal R&D and eventual 
manufacturing of a product. In the case of the iPad, for instance, the technology 
that enables a person to use one’s fingers to zoom in on text was supported in its 
early stage through federal R&D investments in the 1970s. Much later in time, 
Apple bought the company that developed the technology and then integrated that 
technology into the iPad and other Apple products. 

Mr. Wolf. I think he really pointed this out. This is important. 
I am going to go to Mr. Fattah in the interest of time, but there 
is a patriotism issue, too. This is a great country. My father-in-law 
served in the Mexican Border War, World War I, and World War 
II, and he was not from here. My dad fought in the Pacific. There 
is a certain patriotism that I think the American people expect. 
Now I speak now only for myself. I am not trying to bring other 
people in. There gets to be a moral 

Mr. Fattah. Are you trying to say I am unpatriotic, Mr. Chair- 
man? 

Mr. Wolf. No, no, because I think you agree with me. But I am 
very careful. There becomes a moral issue surrounding this. There 
are many companies that cooperated with the Nazis. I read a book 
and it is pretty fascinating. Now I will not mention for interest 
some of the companies. But to have history later show that you co- 
operated with the Nazis. Have you ever been to Dachau? 

Dr. Gallagher. I have not, no. 

Mr. Wolf. Well I think everyone should go to the Holocaust Mu- 
seum and go to Dachau. Some American companies and western 
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companies cooperated. And this committee has heard me speak 
about China, where the Catholic Church is going through a very 
difficult time. There are a large number of Catholic bishops that 
are under house arrest, and the Bishop of Hong Kong was in to see 
me now only six months ago telling me that the Catholic Church 
is just being persecuted. I was in China, and we had a meeting 
with house church leaders. And everyone who was coming to the 
meeting with me was arrested but one. And there are Protestant 
pastors under arrest. And in China today, I went to Tibet a num- 
ber of years ago, you have had now 31 Tibetan monks and nuns 
that have set themselves aflame. And I could go on. I mean we saw 
the piece that I read about the cyber attacks. 

Maybe some might think that I am moralizing. If they do, they 
can do it. I mean, I do not really care, because I think this all 
comes together. But there is a sense of responsibility. Jeff Immelt 
has a responsibility to create jobs here in the United States. I am 
not going to say they can never go abroad. But, per Mr. Phillips’ 
comment, it might be American taxpayer funding creating jobs 
abroad in a place that may vep^ well be a direct threat to our coun- 
try. There are some that believe, if you read a history, that the 
PLA is moving and doing things which I will not get into here. 

So I think, and I think Mr. Fattah agrees with me because now 
he has raised it 

Mr. Fattah. I concur, Mr. Chairman. 

Mr. Wolf. Yeah. It just might have been in the Philadelphia 
water. We both drank that. We were both raised in Philly. So, I 
think that is an interesting thing. Do you concur that there ought 
to be a connectivity? 

Dr. SURESH. We are trying to, one of the things 

Mr. Wolf. I mean, we are talking literally about the future of 
this country. And I come from an immigrant family who came here 
from another place because they loved America. They were not hy- 
phenated, they loved America. They came for America. Ronald 
Reagan said that the words in the Constitution ratified in Philadel- 
phia were really words for the entire world. And the words that 
Jefferson penned in the Declaration of Independence in Philadel- 
phia, which I used to walk through that building almost everyday 
when I was a mail boy, were really literally for the entire world. 
“All men are created equal, endowed by their Creator with Life, 
Liberty.” So if it is to be the tax dollar of somebody living in South- 
west Philadelphia, or Northeast Philadelphia, or McLean, Virginia, 
or Great Falls, then we do not ask too much to say that production 
ought to be here. And I appreciate the last panel coming. And I 
think we ought to look at that. With that I am just going to go now 
to Mr. Fattah. 

Mr. Fattah. Thank you, Mr. Chairman. And let me thank you 
for convening the hearing. And I am going to be brief because none 
of us want to hold up the upper chamber in its deliberations. But 
I do want to make just one final point on this tech transfer issue. 

Where there is a gray area, where there has been basic research 
that then someone else figures out can lead to a gold mine, that 
is one thing. It’s another thing when it is IP that has been pat- 
ented by a federal entity, like NASA, like a national lab. And the 
lab I am thinking about at the moment is not even under the juris- 
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diction of this committee, and great people, the lah director says, 
“Look, I have got four patents and I am manufacturing somewhere 
else.” I do not want anyone to tell the Chairman where he is manu- 
facturing because he was able to get financing, able to do a lot of 
other things. But you are taxing the woman or young man, prob- 
ably a woman, who cleaned the hotel room that some of our wit- 
nesses stayed in last night, investing her taxes in this research, 
and those jobs are going somewhere else. It does not make sense. 
It just does not make common sense. 

So we should tie that together. I know the administration has 
done some very good work on identifying where tech transfers hap- 
pen, because it happens throughout the government. We should 
capture that and we should make sure that we at least tie in the 
jobs. 

We also might want to inform the American public that GPS and 
MRIs and all of these other inventions are from federally funded 
research. So when people walk around under some notion that the 
government does not do anything worthwhile, they might actually 
be informed that when they are looking for their golf ball, or they 
do not have to have exploratory surgery because they can use the 
MRI, that these are things that have come from these federal in- 
vestments. So we could not just create jobs, but we might even 
build support for more investment in research if the public saw all 
of the ways that they have benefitted. 

So, I think we have said enough about that. The important thing 
is I think that manufacturing is a critical part of our economy 
today. It has got to be key to our economy going forward. MEP is 
very important. It is in your shop. It is, I think, the most important 
of a range of efforts to help small manufacturers. And I want to 
thank the Chairman because he has worked with me, and we have 
gotten that program up to the highest level ever. MEP gives you 
real help. I have been in some of the meetings with local manufac- 
turers where they literally get tangible assistance, and I think that 
is critically important. And whether it is a fishing reel manufac- 
turer, or I have got a guy who makes tarp for the Washington Na- 
tionals and the Phillies and other baseball teams, they are getting 
real help. 

I have visited with manufacturers around the country, major 
manufacturers like UTC, who makes jet engines out in East Hart- 
ford. And they have got a young woman who is not yet 30, she is 
a scientist, a jet engine scientist that has come up with a new ap- 
proach on how jet engines work, and it is fascinating, Mr. Chair- 
man. Now they have got people from all over the world coming 
there to buy engines. The Russians are buying engines. They have 
got thousands of people working and it is great. And it shows the 
connected nature between education and innovation and jobs here. 
And I think it is important that we continue. That is why the pro- 
grams that you outlined where you are really tying in the knowl- 
edge base of the National Science Eoundation to work with manu- 
facturers are important. 

The other thing is, I have been to the Boeing plant in Philadel- 
phia, or right outside Philadelphia in Reading in the Ridley Park, 
Mr. Chairman. Where two years ago they had 2,000 people work- 
ing, now they have got 6,000. They have got three shifts, they have 
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a Sunday shift, they have a Saturday shift. And when they are 
making these Chinooks they have some new technology that is 
doing some of the work that otherwise would have been done by 
hand. Most people think normally when you introduce technology 
to the plant, you lose jobs. Well in this case, they have actually 
been able to add jobs through this efficiency because they have 
been able to push more helicopters out, quicker than they normally 
would, and at a cheaper price. 

So, the conventional wisdom is not always the fact. The tech- 
nology doesn’t always mean the loss of jobs. It can aid in jobs and 
education. We just need people who are going to lift things up and 
carry them someplace. You know, when they first started making 
jet engines at that plant there were not a lot of women who were 
going to engineering school learning how to be jet engine engineers, 
literally almost rocket scientists. But the idea that you have that 
contribution, people thinking about things differently, has led to in- 
novation. 

So I want to thank both of you for what you are doing. And I 
wish you well in the Senate. 

Dr. Gallagher. Thank you. 

Dr. SURESH. Thank you. 

Mr. Wolf. All right, thank you. We will end. We will look at 
your statements, and we will ask you if you have any ideas as we 
mark up. Obviously we cannot be talking about massive new ex- 
penditures. But if you would do a fast drill for us to see if some 
of the innovations that you funded, both in universities and labs, 
have resulted not in major jobs here but in major jobs abroad. And 
you ought not be defensive because both of you are new. This is not 
something that took place during your watch. 

We will have a number of other questions for you that we will 
put together. But in the interest of time we will submit them for 
the record. And I thank both of you, and I thank the entire panel. 
The second panel, and Mr. Ferguson who has since left for other 
testimony. I appreciate it. The hearing is adjourned. 
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Questions for the Record — Mr. Aderholt 

EXXEL outdoors 

Question. Exxel Outdoors is a sleeping bag factory in my district that employs 
approximately 100 people and the really unique thing about the factory in 
Haleyville, AL is that these were jobs that almost went to Mexico but after 
some prudent consideration, Exxel decided instead to move its Mexican 
operations here. 

At the time, Exxel headquarters was in Texas and their factory was across 
the border in Mexico. They heard that this factory in Haleyville was scheduled 
for closure and they were interested in buying it and using the equipment at 
their facility in Mexico. The plant manager in Haleyville convinced them to, 
at least, consider keeping the Alabama factory open. While certainly patriotic 
like all of us, the owners of Exxel had to look at the issue objectively and see if 
it would work. So they met with the workers and decided that the American 
workers were more efficient and easier to work with on labor disputes. If 
an order came in for X number more bags by the end of month it would be 
a lot easier to get the American workers to pick up extra shifts and take a 
little overtime, rather than fight with the labor bosses and regulations in 
Mexico. They also looked at how technology upgrades in the Alabama factory 
could make it even more efficient. All of this was important for Exxel to meet 
“Just in Time Inventory” standards that retailers like which allow retailers 
to keep their shelves stocked without having to spend a lot of time or space 
warehousing additional inventory. Exxel also looked at the freight costs and 
duty costs they could save by having their manufacturing in the US along 
with being able to draw on United States cotton and other materials, since 
this would allow them to insource some of the operations they had in China 
as well. 

So because of the pride and work ethic of the US worker, the savings 
on freight and duty costs, and some available technology upgrades, Exxel 
could have a leaner and more efficient operation in Alabama that was also 
more responsive to their customers’ needs. Harry and Armen, the CEO and 
President of Exxel, decided to take the calculated risk and invest in the 
Alabama factory. 

Please give me your thoughts on Exxel’s story and how this might compare 
to actions other companies could take. 

Answer. This is a decision we are seeing a number of US. firms contem- 
plating as they reconsider the cost of doing business overseas. It has been 
the experience of the NIST Hollings Manufacturing Extension Partnership 
program (MEP) within the US. Department of Commerce that manufactur- 
ers are often unable to fully consider the total costs when evaluating the 
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best place to locate their production facilities. Changes in the global busi- 
ness climate make this calculation very complex. So we find it encouraging 
that the management of Exxel Outdoors considered the total costs to the 
firm by working in concert with their American employees to determine if 
there was a business model that proved economically feasible in the United 
States. We are happy to know that Haleyville, Alabama was able to provide 
an environment that fosters the type of business ingenuity and innovation 
that allowed Exxel products to be “Made in the USA.” The NIST MEP web- 
site has examples of other firms that have arrived at similar conclusions; 
http://www.nist.gov/mep/america. cfm. 

Lower labor cost is often the major factor considered by firms evaluating 
a move outside the United States. Other costs associated with such a move, 
include the less obvious or life cycle costs such as transportation, extra 
inventory, extra personnel, supply chain or supplier instability, political 
instability, and intellectual property loss.. A complete accounting of all costs 
will better inform businesses faced with decisions regarding whether to locate 
manufactirring or services operations abroad. 

In its 2012 appropriations bill, the Department of Commerce was tasked 
to provide “an online calculator that firms may use to determine ‘hidden 
costs’ of offshore manufacturing, e.g., shipping costs and other factors, so that 
companies would be aware of the total cost of manufacturing overseas.” The 
Economics and Statistics Administration (ESA) has been assigned to lead 
this project within the Department. Interest in such a calculator cuts across 
the business sector and many government agencies. ESA is working with 
NIST’s MEP, CommerceConnect, SelectUSA within the International Trade 
Administration (ITA), other government agencies, and industry associations. 
These initial consultations have focused on both the content of the calculator 
and the development of a user-friendly, widely available Internet accessible 
tool. ESA’s goal is to provide an accurate, user-friendly tool that allows 
businesses to estimate specific costs. With extensive industry contacts across 
the country, MEP is well-positioned to provide input into specific cost areas 
for consideration. 

Questions for the Record — Mr. Schiff 

Dr. Gallagher, like many Members of the Committee I support the Hollings 
Manufacturing Extensions Partnership (MEP) program, administered by 
NIST. MEP has been tremendously impactful for small and medium sized 
manufactures around the country, helping them increase their productivity 
and competitiveness. 

The MEP program is currently structured so that MEP centers, the states 
in which they are located and the federal government each provide one-third 
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of the cost of executing the program. Under this cost share arrangement, 
MEP centers are responsible for demonstrating their share of the program’s 
cost along with the state’s share (66%) before they are able to draw down the 
federal share of the program (33%). Of the roughly 80 initiatives that the 
Department of Commerce funds, MEP is the only program with a statutory 
cost-share requirement above 50%. 

This cost-share structure has become increasingly burdensome for Cali- 
fornia’s centers, as the State of California has not met its commitment to the 
program since 2005. Many other states face similar problems. 

In light of this issue, the FY12 Appropriations conference report instructed 
the Department of Commerce to report to the Committee regarding the cost 
share issue for the MEP program. The language states: 

MEP matching requirements . — The Committee is concerned that the 
Department of Commerce has not established criteria by which it could 
develop specific cost-shares for the MEP program. In a recent report 
{GAC)-11^37R), GAO identified factors that could be taken into account 
in considering changes to the current MEP costshare structure. The 
Committee directs the Secretary of Commerce to use the key factors and 
other findings identified by GAO in its cost-share report to draft criteria 
for establishing specific costshares for the MEP program. Within 90 
days of the date of enactment of this Act, the Secretary shall submit 
to the Committee a proposed set of cost-share criteria for the MEP 
program. 

In light of the above, I respectfully request you respond in writing to the 
following questions: 

Question. Has the Department submitted the requested cost-share criteria to 
the Committee? If not, when do you expect to do so? 

Answer. We are completing our analysis of this issue and will update the 
Committee once it is concluded. 

Question. Does the Department intend to reduce the cost share for this 
program? If so, what is the timeline for this change? If not, why do you feel it 
isn’t necessary? 

Answer. After carefully reviewing the America COMPETES Reauthoriza- 
tion Act of 2010 (Act) and the subsequent GAO report, the Department of 
Commerce’s legal counsel’s opinion is that the Act does not authorize the 
Department to unilaterally revise the MEP cost-share structure, absent a 
recommendation from the Comptroller General. As noted, however, the De- 
partment is reviewing the cost-share criteria. We share the Committee’s goal 
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of making sure that MEP continues to be an effective, sustainable program 
and will update the Committee once that analysis is complete. 

Question. Do you believe the Department has authority to reduce the MEP 
cost share, or do you need additional directives from Congress to do so? 

Answer. No. After carefully reviewing the America COMPETES Reautho- 
rization Act of 2010 (Act) and the subsequent GAO report, the Department 
of Commerce’s legal counsel’s opinion is that the Act does not authorize the 
Department to unilaterally revise the MEP cost-share structure, absent a 
recommendation from the Comptroller General. 
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Opening Statement — Mr. Wolf 

Mr. Wolf. Good morning. The hearing will come to order. 

Welcome, Dr. Lubchenco. You are accompanied this morning by 
Dr. Kathy Sullivan, the Deputy Administrator and Assistant Sec- 
retary of Commerce for Environmental Observation and Prediction 
for the National Oceanic and Atmospheric Administration. 

Dr. Sullivan, along with the Department of Commerce’s Deputy 
Assistant Secretary for Resource Management, led the investiga- 
tive team that looked into the matter we will be discussing today. 

You are here this morning to discuss the findings of a joint De- 
partment of Commerce and National Oceanic and Atmospheric Ad- 
ministration internal inquiry into the alleged mismanagement of 
appropriated funds in the National Weather Service. The Depart- 
ment’s Deputy General Counsel submitted this report to the Com- 
mittee on June 5, 2012. The Committee’s hearing will focus on the 
internal inquiry, next steps in investigating and auditing the 
Weather Service, steps taken and planned to correct these lapses 
and ensure that similar situations are not occurring elsewhere in 
NOAA or elsewhere in the Department of Commerce. 

We will also have questions on the ramifications of the proposed 
fiscal year 2012 reprogramming, including impacts on critical 
Weather Service programs and on the fiscal year 2013 funding re- 
quirements for the National Weather Service. 

The report brings to light some very serious and disturbing alle- 
gations. The Subcommittee will be asking you a series of questions 
about the impacts of this financial mismanagement on current 
weather forecasting and future forecasting improvements. 

In summary, the report found that NOAA personnel engaged in 
the unauthorized reprogramming of appropriated funds in violation 
of the fiscal year 2010 and fiscal year 2011 Appropriations Acts, 
and possibly the Antideficiency Act. It was also found that signifi- 
cant management, leadership, budget and financial control prob- 
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lems led to the environment in which these unauthorized 
reprogrammings took place. 

The Department of Commerce Inspector General has received the 
internal investigation report and is reviewing whether there may 
have been criminal violation of the Antideficiency Act. Under the 
Inspector General Act of 1978, as amended, an Inspector General 
is required to “report expeditiously” to the Attorney General when- 
ever there are reasonable grounds for believing there was a viola- 
tion of Federal criminal law. According to the Office of the Inspec- 
tor General, they intend to promptly engage the Department of 
Justice in discussions on this matter. 

In order to belatedly account for these previous unauthorized 
funding shifts, on May 24 , 2012, the Department of Commerce sub- 
mitted a reprogramming for fiscal year 2012 to reallocate $35.6 
million within NOAA. This reprogramming is required to ensure 
that the National Weather Service has the funds necessary to pro- 
vide continuity of operations for the remainder of this fiscal year 
and to provide funds for the deployment of previously planned up- 
grades to weather radars. 

Of the $35.6 million requested, the National Weather Service is 
seeking approval to increase its Local Warnings and Forecasts 
Base by $26.2 million. The other increase of $9.4 million is for the 
Next Generation Radar program. These increases are offset by a 
number of smaller decreases totaling about $30 million from within 
the National Weather Service while the remaining $5.5 million 
would be cut from other programs within NOAA. 

The Subcommittee will ask you to review with us the specific in- 
creases and decreases, why the increases are necessary, and the 
impact on programs that you are proposing now to reduce. In par- 
ticular, we will ask you to review the list of reductions — ^you are 
requesting approval to cut programs that previously have been 
raided by these unauthorized reprogrammings that are the subject 
of this inquiry. 

It is my understanding that if the Committee does not approve 
this reprogramming, the National Weather Service would have to 
begin furloughing employees around July 1, 2012 in order to avoid 
deficiency. We will work to ensure that furloughs do not occur. 

I want to emphasize and point out that the fiscal year 2012 Ap- 
propriations Act — and I think this is important for everybody to 
understand — included more funding than requested by the Admin- 
istration for the National Weather Service. That was done in a bi- 
partisan way here so it was nothing to do with a hard pressed mo- 
ment of struggle, there was more funding than requested, and that 
the House-passed fiscal year 2013 funding level for the National 
Weather Service is again more than the request. And that is highly 
unusual in this economic environment to have more than the re- 
quest. Even in these fiscally constrained times, the Committee re- 
mains fully supportive of the National Weather Service. In fact, the 
National Weather Service funding is one of our highest priorities, 
and it was one of only a few areas that saw a significant increase 
in the fiscal year 2013 bill. Over the last five fiscal years funding 
for Local Warnings and Forecasts, the program within the National 
Weather Service that pays for the bulk of the salaries of the 
Weather Service, has grown from $579 million in fiscal year 2008 
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to $631 million in fiscal year 2012, an increase of $52 million, or 
9 percent. 

Clearly, this Committee on both sides of the aisle has been sup- 
portive of the National Weather Service, and for good reason. The 
men and women of the National Weather Service provide a vital, 
daily, round the clock service, serving a vital life and safety role. 
It really is unfathomable that employees resorted to this sort of il- 
legal movement of appropriations in order to fully fund agency op- 
erations. If the Department of Commerce had come to the Com- 
mittee and asked to reprogram funds, we would have worked with 
you and the National Weather Service to ensure that basic require- 
ments were met and program impacts were acknowledged and un- 
derstood. 

We will also ask you to discuss a “structural” deficit within the 
National Weather Service. It appears from the report that the 
“structural deficit” was discussed within the Weather Service for a 
number of years and that in September 2010 a presentation was 
made to the National Weather Service Corporate Board on this 
structural deficit, but that nothing ever came of this discussion 
about additional funding needs of the National Weather Service. 
This structural deficit was apparently a perceived shortage of funds 
within the agency that compelled Weather Service staff to illegally 
move funds out of the key Weather Service operating programs in 
order to pay common services and salaries and expenses. The Com- 
mittee is particularly concerned about the impacts of these unau- 
thorized cuts to the core forecasting capabilities of the National 
Weather Service; namely, to the Advanced Weather Interactive 
Processing System, Next Generation Weather Radar, and NOAA 
Weather Radio programs. 

While the investigation we will discuss today covers fiscal years 
2010 and 2011, it is my understanding and I think that it is appro- 
priate that an audit will be conducted to look at additional prior 
fiscal years. We will ask you to comment on this also. 

We also want to stress the seriousness of this matter to the Com- 
mittee. Adherence to the law, in this case, the Department’s annual 
Appropriations Act, is a very serious matter. And it is well under- 
stood by the Congress and by this Committee that unforeseen cir- 
cumstances may arise that call for a reallocation among the pur- 
poses for which funds have been appropriated. It is for this very 
reason that we include bill language laying out the procedures for 
such reprogrammings, ensuring that Congress, which holds the 
Constitutional power of the purse, is notified of and consents to any 
such reallocations. It seems clear that what went on at the Na- 
tional Weather Service was a very serious violation of these proce- 
dures. We are hoping that we can get your commitment to get to 
the bottom of this matter, and further, to ensure that this never 
happens again, not only within the Weather Service but throughout 
NOAA and the entire Department of Commerce, and, quite frankly, 
all the agencies that fund the bureaus that come before this Com- 
mittee. 

Before I recognize Mr. Fattah I want to say one other thing. We 
are going to have a series of votes around 10:30 or 10:45. So in 
order not to keep you here we have about 65 other questions, very 
detailed. We either have the option of coming back at 2:30 or 3:00 
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or submitting them to you. So what we are going to do is we will 
ask the questions, we are going to keep the hearing to this issue, 
and then ask you and your staff to bring the answers back to the 
committee by 5:00 on Monday and based on the response we will 
then deal with the reprogramming, so that is the way unless you 
have a difference with that or would like to stay we will give you 
the questions, but we are asking that they be answered fully by 
5:00 on Monday. So with that I that I turn to Mr. Fattah. 

Opening Statement — Mr. Fattah 

Mr. Fattah. Let me thank the Chairman. I wasn’t aware we had 
votes that quickly. So I will abbreviate my opening statement so 
that we can get to the questions at hand. But this is unique among 
Washington scandals, no personal gain of any sort, but there is still 
a very important issue and I think that that is why you have taken 
the action you have taken. Madam Administrator, to go at this ag- 
gressively because it is very, very important that the Congressional 
appropriations process and the rules related thereto are followed in 
each and every agency so that we can have orderly processes of 
government. But what apparently took place here was — and the 
Chairman referenced this, this concern around structural deficit in 
the Weather Service led to some what I think were accounting 
methods that I think give rise to the concerns of the Committee 
and to your own investigative team that in order to supplement ac- 
counts that were important in the National Weather Service maybe 
not all costs were recognized appropriately. So we want to get to 
this. But in a town full of scandals this is unique and rare among 
them. 

So I thank the Chairman and I appreciate the thoroughness of 
the Chairman and his staff in moving at this very aggressively, 
and the agency’s willingness to turn over information so that we 
can be fully prepared for today’s hearing. 

Thank you, Mr. Chairman. 

Mr. Wolf. Thank you. You can proceed. Your full statement will 
appear in the Record. If you can summarize I would appreciate it. 

Opening Statement — Dr. Lubchenco 

Ms. Lubchenco. Thank you, Mr. Chairman, Ranking Member 
Fattah and members of the Committee. I want to begin by thank- 
ing you for your very strong support for NOAA and for the Weather 
Service in particular. We share your admiration for the men and 
women of the National Weather Service that day in and day out 
provide life- and property-saving services to all of us. 

I am here today to testify on the misconduct in budget formula- 
tion and execution carried out by a few individuals at the Weather 
Service. 

I want to be absolutely clear, the life- and property-saving fore- 
casts and warnings and the core mission of the Weather Service 
were not jeopardized by this misconduct. Nonetheless what hap- 
pened was very wrong and in my view was gross misconduct. 

I first learned of the alleged misconduct in late November of 
2011. I took decisive action immediately. Within 24 hours I notified 
the Deputy Secretary, Becky Blank. I placed a government em- 
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ployee on administrative leave and reassigned the CFO from 
NOAA Fisheries to serve as National Weather Service acting CFO. 

Within the next 48 hours, Dr. Blank and I launched an internal 
investigation, informed the Department of Commerce Inspector 
General, and notified this Committee and your counterpart in the 
Senate. The investigation concluded in May. 

The findings were as follows: one, the Weather Service repro- 
grammed funds in fiscal year 2010 and 2011 without appropriate 
Congressional notification; two, the mechanisms used were com- 
plex, clever and undetectable by existing financial controls; three, 
there was a lack of transparency and oversight in the Weather 
Service budget execution; and four, importantly, the report did not 
find fraud or personal financial gain by any employee. 

Further, the Weather Service was not operating in the red or as 
a whole with insufficient funds to accomplish its core mission. 
However, it is clear that the Weather Service did not have the 
right amount of money in the right accounts for its labor and oper- 
ating costs. 

On May 25, then-Deputy Secretary Blank and I issued decision 
memos directing a series of corrective actions. We have now en- 
sured that all financial misconduct within the Weather Service has 
stopped. I directed the Weather Service to change supervision of 
their CFO. We are expanding the NOAA CFO’s supervision of one 
of the accounting mechanisms used inappropriately and we have 
initiated steps to contract for an independent financial review and 
analysis. 

I ordered in total 12 corrective actions to increase transparency 
and financial controls. 

I have heard three questions that remain unanswered. The first 
is “how much money was moved inappropriately?” I assure you, I 
want this answer as much as you do. Because our investigative 
team was not equipped to make this determination, I ordered an 
outside financial review and analysis. The second question is “what 
motivated this misconduct?” I cannot speculate on individuals’ mo- 
tives but from the report it appears that the actions were intended 
to protect warning and forecast operations. This leads to the third 
question, “why did we not ask for more funds in the right accounts 
in the first place?” The answer to this is simple. Prior to this inves- 
tigation, I did not know that the level of requested funds for cer- 
tain programs were insufficient for those programs. Had I known, 
NOAA could have requested the accurate levels of funding in the 
right places. Now that we know, we are acting decisively to address 
the problem. 

As you know, we submitted a reprogramming to balance the ac- 
counts and protect our employees and core mission. This re- 
programming will sustain current levels of weather forecast and 
warning services to the Nation. The reprogramming moves funds 
out of research, spare part inventories and will delay some im- 
provements. These cuts minimize risk to core operations and will 
not jeopardize existing warnings and forecasts. Importantly, these 
cuts can be implemented this late in the fiscal year. 

We are here to discuss this investigation and reprogramming, 
but I hope that this can be a starting point for a longer dialogue. 
This investigation shows that the Weather Service has been living 
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with an unsustainable operations model, one that is too inflexible 
to adapt and adjust to differing fiscal environments and changing 
demands for services. The Weather Service must become more re- 
silient and flexible. In the coming months, we need a dialogue in 
formulating a strategic vision for what the Nation needs from the 
21st century Weather Service, one that enables employees, oper- 
ations and technology to evolve while continuing to deliver services 
that protect public safety. 

Thank you again for the opportunity to testify. Dr. Sullivan and 
I are here to answer your questions to the best of our abilities. 

[The statement of Ms. Lubchenco follows:] 
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Chairman Wolf, Ranking Member Fattah, and members of the Committee, thank you for your 
leadership and the continued support you have shown the Department of Commerce’s National 
Oceanic and Atmospheric Administration (NOAA). I am here to discuss the budget situation 
facing NOAA’s National Weather Service (NWS) and the way forward. 

Introduction 


The National Weather Service (NWS) is one of six line offices within the National Oceanic and 
Atmospheric Administration (NOAA) within the Department of Commerce (DOC) that work 
together to achieve NOAA’s missions. NWS’ core mission is to provide weather, water, and 
climate data, forecasts and warnings for the protection of life and property and the enhancement 
of the national economy. I have come today to testily on inappropriate and potentially unlawful 
conduct during budget execution at the NWS. I do so knowing full well how much our Nation 
counts on NOAA's National Weather Service to be a trusted source of critical, life-saving 
information. I consider NOAA’s responsibility to maintain this trust to be one of our most 
important missions. 

NWS is the official Federal source for the Nation's weather information. The private sector, 
military and civilian agencies, media, and academia rely on NOAA’s scientists who use 
supercomputers at the NWS National Centers for Environmental Prediction to produce quality- 
controlled numerical forecasts. They also rely on the Federal observing and information 
infrastructure, especially NOAA's network of observing systems: Doppler weather radar, 
radiosonde profiles and the National Environmental Satellite, Data and Information Service’s 
(NESDIS) satellite and data information, to name just a few components. This federal observing 
and information infrastructure also forms the foundation of the Nation’s multi-billion dollar 
private weather industry. 
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The NWS mission is tightly aligned with that of emergency management, and is linked closely to 
the Federal Emergency Management Administration (FEMA), the United States Geologic 
Survey (USGS), the United States Army Corps of Engineers, and the National Airspace System. 
Its forecast and warning capabilities are identified as Primary Mission Essential Functions 
(PMfiF) vital to the Nation’s continuity of operations. The growing population and geographic 
development of this country have contributed to a trend of escalating impacts due to weather- 
related natural disasters, both in terms of lives lost and of economic effects. Last year’s record 
weather-related disasters caused an estimated $46 billion in economic losses in the United States. 
In response, NWS launched a nationwide initiative to increase the effectiveness of our warnings 
and to provide better decision-.support services to local communities to ensure they are prepared 
for, and respond to weather-related events. This initiative is called Weather-Ready Nation. 
Keeping the National Weather Service effective, resilient and modem is a shared goal of ours 
and Congress’ and is in this Nation’s best interest. Any misconduct at NWS is of grave concern 
to me and - 1 fully understand - to this committee and the rest of Congress as well. 

Historically, the NWS has achieved a record of sustained performance, meeting and exceeding 
most Government Performance and Review Act performance measures and ranking third in 201 1 
among all federal agencies in an independent survey by the American Customer Satisfaction 
Index, with a customer satisfaction rating of 84. American citizens have long trusted the National 
Weather Service, and maintaining that trust is imperative. 

Financial Investigation 
Background 

On November 29th, 201 1, NOAA’s Deputy Under Secretary for Operations informed me that a 
preliminary review of allegations concerning financial mismanagement within the NWS had 
uncovered evidence of potential violations of appropriations law. Because of the seriousness of 
these allegations, I immediately informed the Deputy Secretary of Commerce, Dr. Rebecca 
Blank, of the preliminary findings, placed a NWS employee on indefinite administrative leave, 
and moved our NOAA Fisheries Chief Financial Officer (CFO) to act as the NWS CFO. At this 
time the Office of the Secretary and NOAA staff informed Appropriations Committees that an 
employee was placed on administrative leave, that we were planning an investigation and that we 
had concerns about the FY 2012 budget. Dr. Blank and I immediately initiated an investigation 
led by senior executives from NOAA and the Department’s Office of the Chief Financial Officer 
to review the preliminary findings and expand upon the work of the initial review. From the 
outset of the investigation. Dr, Blank and I gave clear instructions that the inquiry team was to 
determine if improper actions were taken by individuals within the NWS CFO’s office and NWS 
leadership, and if so how best to correct these improprieties. 

From December 201 1 to April 2012, the Investigative Team conducted thirty interviews of 
twenty one Department of Commerce employees, completed an extensive review of NWS 
financial records, and reviewed a large number of documents including emails, financial 
information, memoranda, and other material provided by witnesses in support of their testimony. 
Throughout the investigative process the Team consulted with the Department of Commerce 
Office of the Inspector General regarding the conduct of the investigation, including whom to 
interview and what lines of questioning to pursue. The investigation focused primarily on fiscal 
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years (FY) 20 1 0 and 2011, because this was the time period referenced in the complaints 
received. 

Findings 

On May 1 1, 2012, the Investigative Team provided me with its report, including its findings and 
recommendations. Importantly, the investigative team did not find evidence that NWS officials' 
improper actions put life or property at risk or jeopardized the delivery of timely and reliable 
weather forecasts and warnings. However, the Investigative Team found that NWS employees 
engaged in the reprogramming of NWS funds without Congressional notification during FY 
20 1 0 and 2011. Although still under legal review, these actions may be in violation of the Anti- 
Deficiency Act. The Team also found a failure of management and oversight by NWS 
leadership, and significant deficiencies in budget and financial controls within NWS, NOAA, 
and DOC. 

The Team found no evidence that NWS employees committed fraud or received personal 
financial gain through their actions. However, this fact does not alleviate the seriousness of the 
findings. 

The Team found that several anonymous complaints alleging improper financial activity within 
the NWS were received by the Department of Commerce OIG and senior officials inside NOAA 
and DOC from early 2010 until the July 201 1 OIG referral that initiated the first preliminary 
investigation. Unfortunately, these early warning signs were not effectively acted upon. 

NWS employees used complex financial mechanisms to conduct the unauthorized 
reprogramming of funds, and I will provide you with a brief synopsis of the Investigative Team’s 
results. 

As an initial matter, the Investigative Team found that the NWS did not assess its programs 
equitably, transparently, or sufficiently to cover common services which was contrary to 
methods used among other line offices at NOAA. This left a shortfall in the Weather Service 
Management and Administration account, which the NWS CFO’s Office had to address in 
execution during the course of the fiscal year. In response to this shortfall, and other operational 
needs, NWS employees switched accounting codes on past expenses between programs and 
accounts in violation of appropriations law. 

NWS used a financial vehicle called a Summary Level Transfer, or SLT, which, under normal 
circumstances, allows for the correction of accounting errors. In this case, NWS employees used 
SLTs to switch accounting codes on past expenses paid out of the Local Warnings and Forecasts 
budget, or “LWF” to codes for other programs. Thus, previously obligated funds within the LWF 
were freed to use for other purposes, and applied to other activities. As a result, funds 
appropriated for programs like the Advanced Weather Interactive Processing System (AWIPS), 
the Weather Surveillance Radar 1988 Doppler (WSR88D) program, and the Weather Radio 
Improvement Program (WRIP) were used to cover LWF expenses; LWF expenses are primarily 
labor costs. Newly freed funds within the LWF were in turn used to pay for shortfalls in NWS 
base operations. 

The investigation found that these actions went unchecked in large part due to insufficient 
oversight over the NWS CFO’s Office and a lack of appropriate budget controls over the SLT 


3 



384 


process. The lack of oversight was exacerbated by the fact that the NWS operated with an 
unacceptable lack of transparency regarding financial issues, and without avenues by w'hich staff 
could air concerns about budget formulation and execution within NWS. Moreover, financial 
controls in place at the Department, NOAA, and the NWS were not designed to and therefore 
could not detect the financial mismanagement that occurred here. In addition, the Team found 
that there was insufficient training for NWS budget personnel and NWS leadership on 
reprogramming and appropriations law. 

The investigative team found that the government employee who directed the inappropriate 
actions was attempting to protect parts of the NWS budget that he or she believed were 
chronically underfunded, despite the fact that during budget formulation, NWS leadership 
assured NOAA and Department of Commerce leadership that overall funding was sufficient and 
that funding was appropriately allocated among NWS accounts. 

In the time allotted for the investigation, the investigative team could not determine the full 
amount of expenses improperly reprogrammed during FY 2010 and 2011. 1 know this 
Committee wants the answer to this question, and 1 assure you no one wants this answer more 
than 1 do. I have initiated the process of contracting with an outside firm to determine the full 
amount of expenses improperly reprogrammed during fiscal years 2010, 201 1, and possibly prior 
years. What I can tell you, and what we have shared with this Committee, is that for FY 2012 we 
are requesting a reprogramming of $36 million to protect NWS core mission functions. 

Response Actions 

Financial mismanagement at the NWS is a serious matter. The improper and irresponsible 
actions described in the investigation team’s report are wholly unacceptable and require swift 
corrective action. To this end, on May 25, 2012, Dr. Blank and I released decision memos 
detailing the report’s findings and corrective actions NOAA and the Department of Commerce 
are taking in response to those findings. On that day, we provided these decision memos to this 
Committee, as well as the Senate Committee on Appropriations, and NOAA’s authorizing 
Committees, and I have attached them again as addenda to this testimony. 

The decision memos detail the 25 corrective actions that Dr. Blank and I have ordered. The first 
corrective action I directed was the submission to this Committee and the Senate Committee on 
Appropriations of a FY2012 reprogramming request for $36 million. Our dual goals in this 
reprogramming request are to ensure continuity in core NWS operations and to prevent the 
possibility of the furlough of NWS employees. The request will take $29.9 million from NWS 
programs, $4. 1 million from some non-NWS NOAA programs, and S 1 .5 million from prior year 
de-obligations. This action sustains current levels of weather forecasts and warning services to 
the Nation. The reductions identified are largely targeted toward research, postponing 
procurements of spare parts, deferring enhancements to weather systems, and accelerating 
reductions proposed in the FY 2013 budget. The proposed reductions underwent a rigorous 
review' and reflect the options available given that it is already the third quarter of the fiscal year. 

Beyond the reprogramming request, the decision memos include actions that are specific to 
NWS, NOAA, or the entire Department. The NOAA-specific actions include a change in the 
supervisory' structure of the NWS that strengthens oversight of the NWS CFO position by 
including the Deputy Assistant Administrator for Weather Services and the NOAA CFO in the 
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performance review process; the creation of a well-documented process that includes explicit 
time for programmatic decisions to align NWS budget formulation and execution with available 
funds, an equitable assessment of NWS programs for common services, an expansion of NOAA 
CFO's office supervision of summary level transfers, and the initiation of an outside financial 
analysis. 

1 want to assure you that I am personally engaged in implementing the corrective action plan. I 
have put my Deputy, Dr. Kathryn Sullivan, and our Acting Deputy Undersecretary for 
Operations, Louisa Koch, in charge of carrying out the corrective actions Dr. Blank and I have 
ordered and I am receiving regular updates from them. I am committed to working with 
Congress to ensure that processes are in place to restore proper oversight over the Weather 
Service budget, and that appropriate disciplinary action is taken. 

Moving Forward 

As I work to implement the corrective actions to ensure proper oversight, I also want to begin a 
discussion with you on the path forw'ard for the NWS. The science and technology of weather 
observing, forecasting and communications have changed dramatically since the current NWS 
Operations Model was developed and continue to evolve rapidly. It is imperative that our NWS 
be able to keep pace with these advances and be able to change with the evolving needs of our 
society. An effective, resilient and modern NWS is needed to better deliver services responsive 
to population growth, growing infrastructure threats, and an increasingly interdependent 
economy. Rapid scientific and technological advancements are providing potential solutions that 
will enable NOAA to better meet our countiy'’s needs. 

Our dialogue with you [the Congress] needs to move beyond budget figures to a strategic vision 
of what our Nation needs from the NWS in the 2U‘ century and how we enable the NWS to 
evolve accordingly and to provide for those needs in the most efficient and cost effective 
manner. Future NWS budgets need to focus on a broader, end-to-end and comprehensive 
strategy for weather services. Congress, the Administration, and key stakeholders - emergency 
managers, private sector, academia, and the public - need to be active participants in the 
dialogue as the strategy for the future of NWS is developed. 

Important components of this dialogue are the two independent studies, directed by Congress, to 
review NWS. The first is the NAS study of the NWS Modernization and Associated 
Restructuring (MAR) that Congress directed in the FY 2010 report language. The first phase of 
Ihi.s study provided the first official history of the MAR, including lessons learned. The 
fundamental message delivered by the Academy of Science is that the NWS should not be placed 
in a position where another wholesale re-engineering effort like MAR is needed. The second 
phase, which should be complete this summer, reviews the NWS Strategic Plan' and Roadmap^ 
and applies the lessons learned from MAR to advise the NWS on a way fomard in a full 
community context. 


h ttD.;’/'.w;w.nws.nQaa.aQv/com/wealherreadvnationi'fileSr'stra{eaic plan. pdf 

http //wvvw.nws noaa Qov/(X!m/vveatherreadvnaiiQn/riies.^NWS WRN Roadmao.pdf 
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In NOAA’s FY 2012 Appropriations conference report language (P.L. 112-55), Congress 
recognized the need for a follow-on study to examine the structure of the NWS and directed a 
second study, using the following language: 

“NOAA shall enter into a contract with an independent organization with experience in 
assessing Federal agencies for the purposes of evaluating efficiencies that can be made to 
NWS operations... This review shall not be undertaken until the National Academy of 
Sciences completes its review of the NWS modernization, which will include 
recommendations on the NWS workforce and composition and how NWS can improve 
current partnerships with Federal and non-Federal partners and incorporate new 
technologies for improved services. The findings and recommendations of the National 
Academy of Sciences review should inform this new independent assessment.” 

The Request for Proposals for the follow on study was released on June 14, 2012 and we expect 
a contract award for this independent study by August 1, 2012. 

Results of this study, expected in March of 2013, will help inform future budgets and planning. 
We hope to have a continuous, rich dialogue with Congress as we move forward and use the 
results of the reports to begin charting the future course of the NWS. 

The rapid change of stakeholder needs, accelerating advances in science and technology, along 
with varying pressures on the federal budget have highlighted the need for the Nation’s weather 
service to be agile and quick to meet these needs and infuse new advances, while also being 
resilient and cost-effective in the face of changing budgets. 1 believe the future of NWS must be 
marked by more continuous innovation and change. It is my hope that your assistance and the 
advice of external review and guidance from the NAS and others will provide the necessary 
information to effect the changes needed to position the NWS for the future. 1 look forward to 
continuing this discussion with all of you in the coming months. 

Framework for Change 

A lot of work is needed to develop detailed plans to adapt the NWS. We will start by developing 
a framework for change. A sustained dialogue with Congress is imperative to developing this 
framework. We need to learn from the past by using the National Academy of Science reports 
and the follow on NWS Operations Study. We will work aggressively with our stakeholders 
including NWS employees, emergency managers, the private weather enterprise, academia, and 
others who rely upon NWS products and services to balanee the valid concerns of those involved 
and to ensure the framework for change will support what the nation needs from NWS in the 
future. 

Need to Improve Communication between Administration and Congress 

During the Modernization and Associated Restrueforing (MAR), NWS had direct, frequent 
communication with Congress and other stakeholders to address issues including consolidation, 
office closures, new' office construction, new technology, and the composition of a 20* Century 
labor force. Over the past two decades, those lines of communication have weakened. 1 and my 
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agency will open substantial communication with this and other Congressional committees on 
the challenges, opportunities and needs NWS faces. In the end, we need the entire community 
working together to achieve a Weather-Ready Nation. 

Conclusion 

To eonclude, I want to assure you that I am personally engaged in implementing the eorrective 
action plan to address the issues raised in the investigation. I am committed to working with 
Congress to ensure that processes are in place to restore proper oversight over the Weather 
Service budget, and to begin a discussion on the future direction of NWS. 
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NWS INVESTIGATION REPORT 

Mr. Wole. Thank you very much. Can you assure us that the 
National Weather Service’s ability to accurately forecast the weath- 
er has not been compromised given what has been revealed in the 
investigation you have just outlined? 

Ms. Lubchenco. To the best of my knowledge, yes, sir. 

Mr. Wolf. Funding for three of the Weather Service’s corner- 
stone systems were raided during at least the last two fiscal years 
and perhaps longer, and it probably must have had some impact, 
otherwise if it didn’t make any difference why was it even there? 

Would you please briefly describe the Advanced Weather Inter- 
active Processing System and why it is important? Funds requested 
and appropriated for this program were raided during at least the 
last two fiscal years. What is the status of this system? And how 
long do you think this went on before being discovered? 

Ms. Lubchenco. Mr. Chairman, the investigation focused on fis- 
cal years 2010 and 2011 because that is what the complaints that 
alerted us to the problem 

Mr. Wolf. Are more complaints coming over the transom now 
saying it actually goes back longer? 

Ms. Lubchenco. We do not know if it goes back, and that is one 
reason that I have ordered an outside financial review and analysis 
that would go back a number of years so that we have a better 
handle on when this, if it started earlier, when, and exactly what 
the full impact is. 

To your first question, we, the investigation was unable to dis- 
cover the full impact, which is why this outside fiscal analysis is 
so important. 

Mr. Wolf. Who is doing the outside investigation? 

Ms. Lubchenco. We will be issuing a contract for an outside 
firm to come in and help us with this. That has not been, we put 
together what the contract looks like, what the specifications are. 
We would be happy to share that with you, and at this point it will 
be an open contract. 

Mr. Wolf. Would you describe the Advanced Weather Interactive 
Processing System and why it is important? 

Ms. Lubchenco. AWIPS is the acronym for that program. It is 
a combination of hardware and software that pretty much under- 
pins everything that happens at the weather forecast offices. It en- 
ables the forecasters to analyze, process, see in realtime what is 
happening and be able to make weather forecasts based on that. 

Mr. Wolf. What is the status of the Next Generation Radar pro- 
gram? This was also raided. 

Ms. Lubchenco. NextGen is a program that is designed to sig- 
nificantly improve the — I am sorry, yeah, I was thinking of 
NEXRAD. There are two programs that have similar names. 
NextGen is a program that is a collaboration with FAA. It is de- 
signed to improve the quality of the forecasting that we can provide 
to the aviation industry, vitally important and dependent on our 
operations. 

In this particular case, we are on track with our part of the bar- 
gain for what we needed to deliver for NextGen. Fi^ is delayed in 
its part of the program by a year, and so we believe that we can 
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push the pause button, if you will, on our operation so that we can 
then be synched up with FAA, without any adverse impact to this 
particular program. It is a very important program. 

Mr. Wolf. NOAA’s Weather Radio program was also the victim 
of these unauthorized transfers of funds. We all know how impor- 
tant the Weather Radio program is in times of severe weather. 
Does NOAA have an agreement with the Department of Homeland 
Security to use the system in the event of a national security emer- 
gency? And what is the status of the NOAA Weather Radio system? 

Ms. Lubchenco. The NOAA Weather Radio system is utilized to 
disseminate information about both weather and warnings that we 
issue and it is also utilized by FEMA and the Department of Home- 
land Security to issue more general alerts. 

Mr. Wolf. But you said before that this was not impacted and 
that was not impacted. Who gave you the assurances that these 
were not impacted? 

Ms. Lubchenco. Are you asking specifically about the 

Mr. Wolf. The Weather Service’s capacity to provide warnings 
and forecasts. 

Ms. Lubchenco. For the requested reprogramming? 

Mr. Wolf. Right. 

Ms. Lubchenco. In this particular case, we believe that for these 
transmitters we have spare parts that are on hand. They are stock- 
piled, if you will. And what we would do for the rest of this fiscal 
year is not replace those spare parts as they are used. So we be- 
lieve that we can reprogram those funds without any adverse im- 
pact to the program. 

Mr. Wolf. What was negatively impacted as a result of this ac- 
tivity? 

Ms. Lubchenco. We don’t completely 

Mr. Wolf. I mean we can’t say nothing because if it is nothing 
then we don’t have — we can just forget about this place because 
you can do whatever. So there must be some impact. So what im- 
pact? 

Ms. Lubchenco. Dr. Sullivan is asking to respond to this one. 

Ms. Sullivan. Mr. Chairman, the program against which ex- 
penses were transferred is the Weather Radio Improvement Pro- 
gram. And the core of that is both a software and a hardware im- 
provement effort to the current radio system that will allow auto- 
matic conversion of the text forecasts and warnings that the AWIP 
System generates very speedily off of templates. 

Today, those are actually voiced into the radio by a human being. 
There is a delay, it is slower, the new improvement is intended to 
let that be automatic text voice. The pacing of that improvement, 
the progress of that improvement was, probably was affected. 
Again, we need to do a more detailed program audit of deeper 
scope than we were able to accomplish during the financial inves- 
tigation. So, what was not impacted is the current weather radio 
system, the coverage that we have of transmitters across the 
United States, which is 97 or so percent of U.S. population. Exist- 
ing weather radios still work as intended. They will still function 
for the homeland security function. But the greater efficiency and 
effectiveness of letting AWIPS generated products convert directly 
automatically into the broadcast has been slowed. 
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Mr. Wolf. Have these prior unauthorized transfers had any neg- 
ative impact on the future stability or on the future improvements 
to any of these programs other than the one that you just men- 
tioned? 

Ms. Lubchenco. We don’t completely know what the full impact 
is. We suspect there are delays in a number of them, and that is 
why we are doing a deeper dive to totally understand what the con- 
sequences have been. 

Mr. Chairman, there was no obvious indication that something 
was wrong. There were no red flags, the forecasts and warnings 
were going out as they are supposed to, the Weather Radio system 
was working as it was supposed to. There were no obvious red flags 
when this was going on. There was no clear signal that there was 
something amiss. It really took individuals from the inside that 
knew about the reprogramming to sound the alert. There were no 
external indicators that there was something going on. 

Mr. Wolf. A couple more and then I will go to Mr. Fattah. 

Do you have confidence in the senior managers in place now at 
the Weather Service? And were any of them involved or aware that 
funds were being siphoned away from operational forecasting? Did 
none of them express concern that the National Weather Service 
was violating the reprogramming law and also possibly the 
Antideficiency Act and did any ever express concerns about the 
health or reliability of the system from which the funds were being 
transferred? Did anyone ever say anything? And do you have con- 
fidence in the people? 

Ms. Lubchenco. Mr. Chairman, I do have confidence in the peo- 
ple that are in place now. The investigation was a significant, thor- 
ough investigation. They interviewed over 20 people, over 30 inter- 
views, pored through thousands of pages of documents. And I be- 
lieve that we have identified the individuals that were involved, 
that it was a handful. 

Mr. Wolf. How many are there? 

Ms. Lubchenco. It was only a handful of individuals. 

Mr. Wolf. A handful meaning five? Four? 

Ms. Lubchenco. Fewer. 

Mr. Wolf. Are any of them working there now? 

Ms. Lubchenco. I have to be careful in how I respond to that 
because the Federal protections that are given to all Federal em- 
ployees through the Privacy Act prevent me from saying anything 
that would identify individuals. I can tell you that we have taken 
or initiated appropriate administrative action against those individ- 
uals, and in some cases that continues to proceed today. 

If you want additional information, I would be happy to provide 
that to you in private. 

Mr. Wole. One or two last questions that shift from the re- 
programming. The reprogramming that was submitted to the Com- 
mittee is proposing to reduce funds from programs, previously raid- 
ed programs, that are the cornerstone of the National Weather 
Service. And we took from there and then we will reprogram you. 

Why would you take even more funding from those programs 
again? Are they indeed overfunded as some National Weather Serv- 
ice personnel had thought? Can you give the Committee any assur- 
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ances that these further reductions will not harm the operations of 
the Weather Service? 

Ms. Lubchenco. Mr. Chairman, as you know very well, it is very 
late in the fiscal year. We only have ten days left in the third quar- 
ter. This late in the fiscal year we had very few options for how 
to do the reprogramming. Our goal in doing that was twofold, to 
not jeopardize the critically important mission of weather forecasts 
and warnings and, number two, to avoid furloughs. So that gave 
us not a lot of options. 

We chose those options that would not cause any adverse impact 
to weather forecasts and warnings, where we thought that we 
could take funds from programs without significant impact and put 
them in the programs so that we can actually avoid furloughs and 
maintain the high caliber of the warnings and forecasts. 

So I believe that the reprogramming that we have proposed can, 
in fact, be executed in a way that accomplishes those goals. There 
will be some delays. We are not doing some research that we would 
like to be doing that will have future benefits. We are not replacing 
spare parts. It is those kinds of things that were the best options 
at this point in the fiscal year. 

Mr. Wolf. And you are pretty sure that nothing will result in 
the loss of life or the impact of a locality that if only there had been 
for the want of a nail the shoe was lost, if you will, you are pretty 
confident that — and I don’t want to put words in your mouth — but 
are you confident that none of this will have any impact on public 
safety? Are you giving up the cookie or are you giving up the vege- 
tables, the spinach? 

Ms. Lubchenco. We believe that the reprogramming that we 
have proposed to you will not have any significant adverse impact 
on saving lives and property, a very important mission. 

Mr. Wolf. One last question and then I will go to Mr. Fattah. 

What is the so-called structural deficit at the National Weather 
Service and do you believe it exists? 

Ms. Lubchenco. Mr. Chairman, different people mean different 
things with language. What I believe the investigation found is 
that there is no evidence that there were insufficient funds overall 
in the Weather Service. There is evidence that there were insuffi- 
cient funds in certain programs within the Weather Service. 

And the actions, the misconduct, was moving expenses from one 
program to another. Had we known that, we could have fixed that. 
Now that we do know it, we can, and that is part of what this re- 
programming is intended to do to rebalance funds. Doing that in 
2013 will be equally important. To fully inform how we need to 
think about rebalancing those programs in the future, will be in- 
formed by this outside financial analysis and review and a study 
that the National Academy of Sciences is undergoing to help us 
think about what the future of the Weather Service would look 
like. 

Mr. Wolf. Okay. Mr. Fattah. 

Mr. Fattah. Thank you, Mr. Chairman. 

Madam Administrator, it is good to see you again and I guess as 
you try to put in context winning the MacArthur Genius Award 
and being one of the world’s leading scientists and now being here 
in Washington dealing with some of our challenges, these rules and 
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regulations and particularly the Antideficiency Act, the reprogram- 
ming rules, these are very complex, arcane but very, very impor- 
tant institutional safeguards for our government operations. 

My interest is in this less-than-a-handful group of people who are 
shifting monies from one Weather Service program to another, not 
for any personal gain but to, in their view, deal with the challenges 
of the Weather Service, whether they had the training necessary 
to understand the rules as it relates to reprogramming and the reg- 
ulations as to when is it management flexibility to move a dollar 
from one account to another and when is it a violation of the appro- 
priations process to move money from one account to another. So 
you are dealing with almost $1 billion in the operational accounts 
here. So I am not trying to minimize this matter at all. Again these 
rules are in place for a reason. But my interest is because a lot of 
different terms have been used. We have heard the word “illegal”; 
you used the world “misconduct”; and I am not one to rush to judg- 
ment so especially because we have heard some discussion about 
what accounts were harmed by these summary level transfers. We 
haven’t gotten to what accounts benefited, which I want to get to 
first. But before we go there, I want to know if as part of your re- 
view you think it might be useful to not only have your team at 
the National Weather Service but throughout NOAA not just un- 
derstand that there are errors of expertise but also get more 
grounded in how it is that the Congress expects, and particularly 
the Appropriations Committee expects, to be informed and notified 
about various transfers from account to account. 

I know that when yesterday you successfully got your reprogram- 
ming requests approved by the other Chamber or the upper Cham- 
ber, depending on one’s perspective, which sometimes has to do 
with whether you are running for the Senate or not, right? And 
this Committee has been very supportive under Chairman Wolfs 
leadership of NOAA and the National Weather Service. So it is not 
like you are not able to negotiate your way through this process. 

But I am concerned about where we are in this particular process 
relative to what these employees knew about their responsibilities 
vis-a-vis how they carried it out. 

Ms. Lubchenco. Congressman Fattah, you have identified a 
number of very important issues. Regardless of the individuals’ mo- 
tivation, what they did was wrong, and we have acted decisively 
and quickly to put things right. It is clear the investigation uncov- 
ered a number of things that touched on different elements of what 
you mentioned. And the actions, the corrective actions that we have 
put in place are designed to address some of those issues. The un- 
derstanding of appropriations law, we are going to be doing new 
training to make sure that all individuals who are involved in fi- 
nancial transactions fully understand appropriations law, what is 
and is not allowed; two, the report, the investigation also uncovered 
that there were some people who were trying to alert us that there 
was misconduct underway, their complaints were not handled the 
way they should be and so we are going to be having training so 
that all managers understand completely how to deal appropriately 
with and track complaints that come in. 
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NOAA received only one anonymous complaint, and it was not 
handled the way it should have been. So there was an alert to us 
and we dropped the ball on that. So we will fix that. 

In addition to that, the lines of supervision for individuals in the 
CFO’s office have been identified as part of the problem and are 
being fixed. 

Mr. Fattah. You mean too large a span of control or too 

Ms. Lubchenco. Oversight by only one individual instead of 
multiple individuals. And so that also is being changed. 

The Department is taking this very, very seriously as well. Dr. 
Blank has been very involved throughout, and her decision memo 
mirrors many of the things that we are doing internally in NOAA 
but is looking more broadly across the Department at the kind of 
training, to make sure that we have the right kind of training, the 
right kind of supervisory structure, and, finally, better financial 
controls over the very clever, inappropriate use of a legitimate fi- 
nancial accounting mechanism. The transfer of funds was very 
clever. It was hidden. It was difficult to figure out. And the normal 
kinds of financial controls did not pick that up. 

We have changed that. We now have financial controls in place 
to alert us and elsewhere in the Department if this kind of finan- 
cial transaction is being inappropriately used. So all of those things 
have been set in motion. 

Mr. Fattah. Thank you very much. 

Dr. Sullivan, maybe you could help me. We have heard in the 
questions and answers from the Chairman about which accounts 
these transfers harmed. Which accounts did these transfers ben- 
efit? 


LOCAL WARNINGS AND FORECASTS ACCOUNT 

Ms. Sullivan. Mr. Fattah, they primarily benefited an account 
that is called Local Warnings and Forecasts. That is the large ac- 
count, it is the largest single account within the National Weather 
Service budget. It funds basically 

Mr. Fattah. Can you quantify that and give us a sense of per- 
centage when you say it is the largest? Is it half? 

Ms. Sullivan. It is greater than half, it is about $680 something 
million out of just under $1 billion so it is closer to two-thirds, sig- 
nificantly. Eighty percent of the Weather Service’s total labor costs 
are contained within Local Warnings and Forecasts. We have a 
network, as you know, of 122 weather forecast offices, 13 river fore- 
cast centers, two tsunami warning centers, across the country, tele- 
communications to and from those offices which are required, they 
must be high bandwidth because we run the core models for all of 
our services here in the Washington metro area and that data 
flows out to those centers, telecommunications, rents, salaries, ben- 
efits. All of that combined are in the Local Warnings and Forecasts. 

Mr. Fattah. So that as this accounting mechanism was being 
utilized, this summary level transfer process, and it was taking 
money from certain accounts and it was moving money into this ac- 
count which represents about two-thirds of the operating accounts, 
it is all the local weather forecasting and warnings. So, it is the 
big elephant in the room, right? 

Ms. Sullivan. It is the largest account. 
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Mr. Fattah. So now in the way this process that the Adminis- 
trator says was clever did this was that in identifying costs in 
these other accounts, it gave them a lower profile than they ought 
to have, and therefore freed up dollars and recognized more signifi- 
cant costs in this larger account? 

Ms. Sullivan. Effectively, yes. Expenses that were initially 
charged legitimately to the Local Warnings and Forecasts were 
transferred over and charged against a different code so the money 
that had been depleted, if you will, from the Local Warnings and 
Forecasts bank account now was not depleted and a charge was 
levied against a program that was not normally involved in those 
activities. So that was the transfer of expenses that freed up 

Mr. Fattah. And this is concurrent with the increase in severity 
of weather events and so on, so the pressure or the perceived pres- 
sure on the local warning and forecasting was that there was more 
of a — I am not trying to ask you to discern peoples’ motivation, but 
that I am certain the only reason you would be trying to move 
more money into local forecasting and warnings is there was some 
either real draw on that account that was more severe or a per- 
ceived need. But did the account fluctuate, were there increases? 

As we went through these past 24 months we have had the most 
severe number of severe weather events, billion dollar plus events, 
calamities, hurricanes and the like, but did this create an addi- 
tional cost that needed to be recognized in the local weather, warn- 
ing and forecast program account or operating account? 

Ms. Sullivan. I can’t of course speculate as to peoples’ motives. 
I will say I know from my visits through our field offices, the men 
and women of the National Weather Service put top quality service 
at the highest priority on their lists. They are absolutely passion- 
ately dedicated, as are we, to the life and property protecting mis- 
sion of the Weather Service. It is the case that certain severe 
weather events, tornado outbreaks come to mind immediately, do 
deplete some consumables, we launch more weather balloons to get 
timely detailed profiles through the atmosphere as convective 
masses are bearing down. 

Mr. Fattah. And NOAA flies more flights into hurricanes 

Ms. Sullivan. Fly flights as the storm season requires, happily 
this year is forecast to be a lower than average season. 

Mr. Fattah. Again I appreciate the Administrator’s point that 
moving these monies between accounts is wrong, and it is defi- 
nitely our concern as appropriators that when we are appropriating 
by accounts that we want accounts followed. But again this is a 
unique circumstance in which what was being done that was wrong 
wasn’t being done for any personal gain. This was being done to 
put more dollars into local forecasting and warnings, rightly or 
wrongly, in some perceived need that there were more dollars need- 
ed there. 

So I just think that the Chairman and staff have done an excel- 
lent job in getting to all of the information and data, and we feel 
well-briefed on this, and I think that the Administrator’s imme- 
diate actions within 24 hours of notification were entirely appro- 
priate. 

But I do think that the Chairman, that the most important ques- 
tion he has asked is, is there a structural deficit in the Weather 
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Service? This is because at the end of the day, this is really about 
protecting lives and giving appropriate warnings to communities, 
because we can’t actually control the weather, so forecasting is im- 
portant, and the ability to in places like my colleague who suffered 
greatly in Alabama, and forecasting accuracy has improved over 
these last few years quite significantly. I mean this means a lot, 
in terms of moving families out of harm’s way. Active forecasting 
is critically important. 

So I just think that whatever the result of all of this, I don’t 
want anyone to think that the Congress is not prepared to make 
sure that the weather forecasting and the local warning systems 
are very high priorities for us. 

Thank you, Mr. Chairman. 

Mr. Wolf. Thank you Mr. Fattah. I am going to go to Mr. Bon- 
ner. Let me just say I appreciate Mr. Fattah’s comments, too. I 
worry a little bit about we are a nation of laws. The Founding Fa- 
thers, whether you like it or not, made this decision that this is the 
way it was going to be. And even though something can be a meri- 
torious action in the sense that if you only knew why they were 
doing it you would understand, but that is not the process. The 
process requires, and you have Democratic Congresses here and 
you have Republican Congresses all who want to do the best inter- 
ests as they see fit for the American people. 

But if people that are working in an agency can just willy-nilly 
decide, as meritorious as something may be, the next time it may 
be not meritorious. The Weather Bureau, I usually before I go to 
bed I listen to the weather, it is kind of the last thing you do. But 
the future of people’s lives can depend on the forecast. So if a per- 
son had done something that was bad, that put it in a different 
program, maybe they put it in a different line, and I am not saying 
they did but put it in a building and didn’t put it in weather fore- 
casting. So that is what this is all about. And if agencies can just 
pick it up and change or do whatever. 

Mr. Fattah. I totally agree with the Chairman. 

Mr. Wolf. I know you do. And Mr. Mollohan would have agreed, 
Mr. Mollohan was one of the finest guys. He would have repro- 
grammed that money. I don’t have any doubt. I spoke to him the 
other day. I don’t have any doubt that he would have said, and the 
same way for our side but I think it is the principle behind. And 
I worry, where else is this going on in other places? I don’t mean 
in NOAA but in other places. 

But with that, Mr. Bonner. 

Mr. Bonner. Mr. Chairman, I want to follow your comments and 
the ranking member’s as well. I doubt very seriously that tomor- 
row’s Washington Post is going to have a 72 point headline that 
says “Scandal in the Weather Service Costs Lives”. That did not 
happen. But just to be perfectly clear, this isn’t a matter of hurting 
our feelings. This is a matter about potentially breaking the law. 
And it is not just appropriations law, it really goes back to the Con- 
stitution itself, which gives Congress — Democrat Congress, Repub- 
lican Congress — the first step in the process of the purse strings. 
And Mr. Fattah is right, for those of us who live on the Gulf Coast 
and deal with hurricanes or for those of us who live in States like 
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my State, Texas, Kansas, Missouri, any State is vulnerable to tor- 
nadoes. 

The sad thing is over the last few months I think there are two 
agencies that in the minds of most Americans represent the gold 
standard of public service, the Secret Service, which we for years 
believed — and most instances I think we have every right to con- 
tinue to believe — would literally risk their lives to take a bullet for 
the President of the United States, and the Weather Service. As 
the Chairman said, when we go bed at night or wake up in the 
morning one of the first things most of us do is to check to see 
what the forecast of the day is. 

And so the concern that I have and the Chairman has indicated 
that because of a constraint on time that we will submit questions 
and you all have agreed to get us the answers back, we appreciate 
your taking this matter seriously and no one is saying that you are 
not. We appreciate your taking it seriously but it should be taken 
seriously because quite frankly if this were an isolated incident we 
would probably just have a conversation and move on. But for some 
here, this is yet the latest example of an Administration that seems 
to just basically give the finger to Congress, whether it is with- 
holding information that the legislative branch of government asks 
for, whether it is — there are more czars appointed — this is not 
what this is about, but there have been more czars appointed in 
this Administration than existed in Russia from 1613 to 1918. But 
that is the Senate’s problem. They let that occur, since they have 
the constitutional authority to consent and to confer with regard to 
appointments. 

There has just been a lot of disappointment where it looks like 
people are keeping information from the legislative branch of gov- 
ernment. And again, we appreciate your being here, we appreciate 
your taking this seriously. At the end of the day the American peo- 
ple should have no question but that the National Weather Service 
is doing its work on behalf of American taxpayer, on behalf of the 
American people to provide the information we need. 

And some of us were troubled in light of some of the other things 
that are taking place when the President last week told the His- 
panic civil rights groups I would like to bypass Congress and 
change the laws on my own. He said, “believe me, the idea of doing 
things on my own is very tempting.” I am not suggesting this rises 
to the Oval Office. But it does seem to be an attitude of just ignor- 
ing Congress when it pleases those who are in a position to do so. 

And that is really troubling. It should be troubling to all of us. 
So again I will submit my questions to the Chairman. They will go 
into the list of questions that he and other Members have — this is 
something, Mr. Wolf mentioned, Mr. Mollohan would have gladly 
done this. Mr. Wolf would have gladly done this. But there has to 
be a relationship built on trust and respect where the Administra- 
tion when it is needing to seek reprogramming comes to Congress 
and we work together and I think that would have happened. 

So thank you very much. 

Mr. Fattah. If the Gentleman would yield just for a second. I no- 
tice you brought the Administration in a couple of times. None of 
the handful of people involved here came to town with this Admin- 
istration. So it is not political, it doesn’t have anything to do with 
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this Administration. These are employees of the National Weather 
Service from times during which there were Republican Presidents 
so, and the actions that they took, whether illegal or misconduct 
or wrong were well-intentioned or whatever the case may be, I 
don’t think were colored by any political considerations. They were 
taking money from an improvement program for the weather radio 
system and putting it into Local Warnings and Forecasts. So I can’t 
discern any political motivations thereto. So I just wanted to make 
the record clear. 

Mr. Bonner. And to my friend, the Ranking Member, I was just 
saying that there is a pattern to some at least 

Mr. Fattah. Some can find a pattern in anything. I just want to 
make it clear in this matter that this handful of people were not 
brought as part of the Administration. In fact the people who the 
Administration brought in are the ones who brought this to the at- 
tention of the Congress, who stopped it, and the Administrator has 
taken 12 corrective steps within the 24 hours starting from the 
time she found out about it. So we, to try to ascribe this to the Ad- 
ministration I think is, as with many of the things going on around 
here, a little maybe slightly tainted toward something that is not 
relevant to the Weather Service. 

Thank you. 

Ms. Lubchenco. Congressman, may I comment briefly on one 
thing you mentioned 

Mr. Bonner. Sure. 

RESPECT FOR THE ROLE OF THE APPROPRIATIONS COMMITTEE 

Ms. Lubchenco [continuing]. That I think is extremely impor- 
tant and about which I want there to be no misunderstanding. I 
take Congress’ role on responsibility very, very seriously. You 
should not have any concerns that had I known there was a prob- 
lem I would have come and we would have requested a solution to 
this. I do believe completely that what was happening was wrong, 
was inappropriate, and when we learned about it, I was outraged, 
I was just furious that this was happening. 

I think it is good news that the gold standard of our weather 
forecast and warnings have not been compromised, that the vast 
majority of individuals in the Weather Service are doing what they 
are supposed to be doing. But those individuals that did this were 
in the wrong. And we are acting very decisively to fix that. 

But I completely respect this Committee. I greatly appreciate the 
very collaborative, cordial, cooperative interactions that we have 
had respecting each other’s responsibilities, and I think it is that 
very positive interaction that gives us a way to move forward and 
to address the problems that exist, to continue to respect the Com- 
mittee’s appropriate jurisdiction and oversight and to do a better 
job on my part of making sure that all of our employees fully un- 
derstand what is and is not appropriate and what is Congress’ role. 

Mr. Bonner. And Dr. Lubchenco, I would say that I can’t speak 
for the Chairman or any other member of the Committee but I re- 
member when I met you for the first time and looked at your very 
impressive background and felt comfortable that the President had 
picked someone with an impeccable character and reputation to 
take over your very important position. 
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Again, I was not suggesting that this was a scandal that rises 
to the level — in fact I didn’t even use the word “scandal.” My friend 
Mr. Fattah did in his opening comments. But it is an unfortunate 
incident that potentially is breaking the law. And I do think it is 
kind of like when your children see the parents misbehaving, then 
sometimes it is — and I am not in any way suggesting that the peo- 
ple who work, the 2.6, 2.8 million people who work in the Federal 
bureaucracy of the government are children — ^but when people see 
others ignoring the rule of law, then maybe they think, and as Mr. 
Wolf said, this might have been for a noble purpose but what if 
other things are happening and it is not. So your reputation in 
bringing this to us is consistent with the reputation that you had 
when you were appointed and we do want to have confidence that 
the National Weather Service is doing its job and that the people 
who work there, most, 99 percent of whom are extremely talented 
and loyal that they don’t get tarred or scarred by this unfortunate 
incident. 

Thank you, Mr. Chairman. 

Mr. Wolf. Thank you. I am going to go to Mr. Dicks. Let me just 
say I think what Mr. Bonner was saying and I kind of share the 
concern, you trigger the thought. There is a pretty powerful col- 
umn, it was in the Wall Street Journal by Peggy Noonan about two 
weeks ago. I will get it for everybody. And she made the very com- 
ment, I don’t know if you read the column, but she wrote the col- 
umn, and I am one of the strongest defenders of the Federal em- 
ployee in the Congress, more than many on this side. We have the 
Military Construction and Veterans Affairs bill and I voted against 
it because of what it did to Federal employees. But I think the 
Peggy Noonan piece made the comment who would have ever 
thought that the Secret Service the day that Timothy McCarthy — 
Timothy McCarthy was a hero in my mind — Timothy McCarthy 
stopped the bullet that would have killed one of the greatest Presi- 
dents we have ever had, Ronald Reagan. And the Secret Service 
was always just revered. I mean, in my district many Secret Serv- 
ice agents live and I know many of them and then to see this sort 
of thing, and I think that’s what Mr. Bonner was saying, and I will 
share the Peggy Noonan piece with everybody here. 

It is not only a Republican or a Democratic thing. I think it is 
just a shift and change. And I can almost see the person saying, 
“well, you know, it is a good thing, so we will just kind of do it and 
they will understand.” And I heard there is tension. I used to work 
for a cabinet secretary who used to be a Member of Congress, who 
I think Mr. Dicks knew very, very well, Rogers C.B. Morton. 

Mr. Dicks. Absolutely. 

Mr. Wolf. The agencies really don’t like Congress. But I think 
what Mr. Bonner was saying is we see this shift and I don’t think 
it is your fault and we are not doing it, but I think it is important. 
And I guess how we deal with it will send a message to other agen- 
cies. I don’t think this Committee wants to be rooting out and find- 
ing people and putting people in jail and all. But just so the mes- 
sage goes forth that whether it is a Republican Congress, Repub- 
lican Administration, Democratic Congress, Democratic Adminis- 
tration, it is important to follow the law regardless of our own per- 
sonal opinion. Mr. Dicks didn’t have a right and Mr. Wolf didn’t 
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have a right. This is what the law says and that is the way it is 
supposed to be set up. 

Mr. Dicks. Thank you very much. First of all, I appreciate the 
very decisive action that you did take in dealing with this problem. 
I think our committee should be supportive of Jane Lubchenco for 
the way she has dealt with this. And I think, you know, obviously 
we do not like to see situations where there is a violation of the 
reprogramming rules. But apparently in this case there is no indi- 
cation that anyone personally financially benefited. It was some- 
body trying to do what they thought was the right thing for a pro- 
gram that is very important and there was no indication of any 
personal gain. 

So I think she has handled this well. I appreciate the Chairman 
having the hearing. Can I ask just one brief question on another 
subject. 

Mr. Wolf. Yes. 


MARINE DEBRIS 

Mr. Dicks. Thank you. I want to talk about debris on the West 
Coast from the Japanese tsunami. Can you tell us what you are 
doing on this? 

Ms. Lubchenco. Certainly, Congressman. 

Mr. Dicks. I understand there is an interagency group. 

Ms. Lubchenco. There is. NOAA has a Marine Debris Program 
which this committee and other committees have supported 
through the years. We are doing a number of things. We are work- 
ing with many local communities in your State and other States up 
and down the West Coast as well as the Pacific islands to give 
them information about what they can expect, how to handle debris 
should it come ashore. We are in the process of working with other 
Federal agencies to try to identify what assets exist in terms of our 
resources, personnel, knowledge to tackle this problem. Our sci- 
entists have been modeling where the debris is and where it is 
most likely to go so that we can have a good understanding of what 
the likely possible outcomes are. 

When the debris was washed into the ocean, it was a big debris 
field that was a very significant mass. Through time as it has 
moved across the Pacific it has become more and more dispersed, 
some pieces moving quickly if they are blown faster by the wind 
than other things that are sitting low in the water. As you know 
full well, in your State some of it has begun washing up and start- 
ed coming over in December and January. 

We are seeing more and more objects and will likely continue to 
see objects of a variety of sizes and constitution for a number of 
years. 

Mr. Dicks. As you could imagine, the States are saying, “well, 
this wasn’t our fault” and they are looking to the Federal Govern- 
ment, the Governor of our State, Governor Gregoire, who I have 
great respect for. The States don’t have enough money in their 
emergency funds to deal with this. And now as I understand it, 
how much funding do we have to deal with debris, ocean debris in 
this bill? It is like $4 or $5 million. It is a very modest amount of 
money. 
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Ms. Lubchenco. It is a very modest amount of money, Congress- 
man. And it is nowhere near what is likely to be needed to deal 
with this disaster. 

Mr. Dicks. We are talking about tens of millions, right, or hun- 
dreds of millions. 

Ms. Lubchenco. We don’t know how much. It is likely to be a 
very big number, but we don’t know exactly how much. 

Mr. Dicks. Will FEMA be involved in this, is FEMA part of your 
interagency group? 

Ms. Lubchenco. FEMA is part of the interagency group that has 
been convened by the Council on Environmental Quality, FEMA 
and other agencies. 

Mr. Dicks. But isn’t there a bit of a concern that this won’t quite 
be a disaster, this stuff will just come in randomly and therefore 
FEMA may not have the ability or the legal authority to get in the 
middle. They are kind of backing away from this, that is very dis- 
concerting. 

Ms. Lubchenco. I agree with you. 

Mr. Dicks. There has got to be somebody who is going to take 
responsibility and this is a national issue. 

Ms. Lubchenco. It is absolutely a national issue. There are dif- 
ferent agencies that have different responsibilities. This is unprece- 
dented, and it is presenting new challenges for us. And we would 
like to not only have the discussion within the Administration but 
with Congress about what kinds of opportunities there are for us 
to be collectively addressing this very important problem. 

Mr. Dicks. And we have serious scientific concerns here about 
invasive species that could be attached to these things. There are 
all kinds of barnacles on these things. There was a big dock that 
came in. Just to give my colleagues some impression of the mag- 
nitude of what we are talking about. 

Ms. Lubchenco. There was a very significant dock that washed 
up along the Oregon coast a week and a half ago or so. 

Mr. Honda. A piece of a pier. 

Ms. Lubchenco. I am sorry, a pier. It was larger than this room 
and it clearly had been in the water in Japan for a long time and 
had a lot of marine life on it that is potentially invasive. There is 
very real reason to be concerned about not only the physical dam- 
age but also the potential for invasive species. This is a very real 
problem. 

Mr. Dicks. And we have to dispose of it. I mean what do you do 
with this stuff once you get it? All I am saying here is that I have 
been worried about this. It is not only affecting my State, but it is 
Alaska, it is California, Oregon. It is a serious matter, and I know 
you are engaged, I know there is an interagency group, but I just 
hope that we can — and I would hope that we would look to our 
international friends, too, to be involved in this in some possible 
way. 

Mr. Culberson. How big is the debris field? 

Mr. Dicks. Oh, it is huge, it is huge. 

Mr. Fattah. All kinds of stuff. 

Mr. Dicks. All because of the tsunami in Japan. 

Mr. Culberson. I understand it is immense. 
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Mr. Dicks. I mean all this stuff just was torn and ripped off the 
shores of Japan and out into the ocean and just like what hap- 
pened with Mt. Saint Helens, the debris field was unbelievable. 
This is huge. And we already have the size of Texas out there in 
the Pacific ocean with debris. This debris thing is a serious matter 
to ocean health. And this just adds to that and some things that 
could be very dangerous. 

Mr. Honda. Would the gentleman yield for a minute? 

Mr. Dicks. I yield. 

Mr. Fattah. You are not saying Texas is dangerous, did you? 

Mr. Dicks. Well, I said the debris field that was there before is 
about the size of the State of Texas, not to say that it was the State 
of Texas. 

Mr. Honda. Would the gentleman yield? 

Mr. Dicks. I yield. 

Mr. Honda. You can talk about the magnitude of this debris 
area, but it would be miniscule compared to the size of the plastic 
vortex that is out there right now. 

Mr. Dicks. Right. 

Mr. Honda. So it is a piece of a larger question that the Chair- 
man already knew about when he talked about tsunami anticipa- 
tion, who would anticipate water movement because of tsunamis, 
I think they are all connected. 

Mr. Dicks. Maybe we could borrow some EPA drones and have 
it go out and take — oh, that was a joke. 

Also we have the possibility of radiation. You have to check these 
things to see if they are radioactive, too, and that is being done I 
am told. 

Ms. Lubchenco. Congressman, we don’t believe that most of the 
debris was likely radioactive because it was washed in well before 
the radiation would have been contaminating things in the near 
shore water. Out of an abundance of caution we have been check- 
ing just to make sure. However, some of the debris is potentially 
hazardous, if not radioactive. 

Mr. Dicks. Yeah. 

Ms. Lubchenco. There may be petrochemicals, there may be 
sharp objects, there may be hazardous chemicals that are there. 
And part of our training to local communities is informing them 
what to do and what not to do with any debris they find because 
first and foremost we want to protect lives. 

Mr. Dicks. Any other closing suggestions on what should be 
done? 

Ms. Lubchenco. I think the challenge is partly one of scale, both 
in space and in time. When the debris field was washed out, it was 
a field, you could fly over with planes and see it. It is now so dis- 
persed that when you fly over you don’t see — you might see one 
thing here, one thing way over here. Most of it has sunk. What is 
left is very, very spread out. And so it is difficult to go out and see 
exactly where it is and to track it through time. So that presents 
an additional challenge in anticipating exactly what is going to 
happen when. 

We can give probabilistic ideas about when most of it is likely 
to arrive and it is going to be through time because some things 
that stand up like a fishing boat that stands up out of the water 
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gets blown by the winds faster than just a piece of wood that is 
right at the surface. So the problem is spread out in space, and it 
is spread out in time and is a very significant issue on top of, as 
Congressman Honda has very appropriately pointed out, the exist- 
ing marine debris problem which was already significant and not 
as appreciated as it needs to be. 

Mr. Dicks. Thank you, Mr. Chairman. 

Mr. Wolf. Mr. Culberson. 

ADMINISTRATIVE ACTIONS 

Mr. Culberson. Thank you. Thank you, Mr. Chairman. Appre- 
ciate your responses to the Chairman on this. When did you first 
learn of misappropriation of funding within the agency? 

Ms. Lubchenco. Congressman, I learned of the allegations of 
misconduct on November 29th when I was informed of a very pre- 
liminary investigation that had been done within the Weather 
Service in response to an anonymous complaint that was received. 

Mr. Culberson. How many people were involved in making 
these summary line transfers? 

Ms. Lubchenco. Just a handful. 

Mr. Culberson. How many is that? 

Ms. Lubchenco. We believe that there were just a few individ- 
uals involved. 

Mr. Culberson. Two, three, four? 

Ms. Lubchenco. That is ballpark. 

Mr. Culberson. How many? 

Ms. Lubchenco. We believe 

Mr. Culberson. You don’t have to tell me names, but who — I 
mean how many? 

Ms. Lubchenco. Three individuals were involved. 

Mr. Culberson. Okay. Have any of the three heen fired? 

Ms. Lubchenco. As I mentioned to the Chairman, we have 
taken or are in the process of appropriate administrative actions. 
Those are underway or have heen completed. 

Mr. Culberson. What is an appropriate administrative action 
for misallocation of $36 million or 4 percent — that is 4 percent of 
your total annual budget misappropriated by three individuals, an 
obvious and intentional violation of the law. 

Ms. Lubchenco. I fully understand the magnitude of the prob- 
lem. The appropriate administrative action, it might be different 
depending on what individuals did. 

Mr. Culberson. Let’s look at this case in particular. What is an 
appropriate administrative action for these three people? 

Ms. Lubchenco. There are a range of actions that might be 
taken. We have set those in motion. I would he more than happy 
to brief you in private on this. I am being careful here because I 
don’t want to do anything that could jeopardize those actions or to 
violate the privacy protection afforded to Federal individuals. 

Mr. Culberson. We are not asking about anyone individually, it 
is just an important question because this is, I think the Chairman 
is right, going on all over the Federal Government. I think this is 
the tip of the iceberg. I think it is evidence of a pattern of behavior 
discovered in my Subcommittee that the VA is moving money 
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around, that the law says 1, 2 , 3. I mean flat out statutory 1, 2 , 
3 and they just go do 4, 5, 6. I think it is bigger than just NOAA. 

Ms. Lubchenco. I can’t comment on that, but for these 

Mr. Culberson. What can you do? What type of administrative 
action is possible? I could not even get, by the way. Members, the 
cemetery director in Houston, Texas who deliberately and repeat- 
edly interfered with veterans to have a right to have a prayer said 
over their grave over and over and over again. They wouldn’t fire 
her. I could only get her transferred. There is really a fundamental, 
I think, systematic problem in the Federal Government. If this 
were the private sector, if you misallocated 4 percent of a private 
company’s total annual budget you would be fired immediately. 

Mr. Dicks. Would the Gentleman yield? 

Mr. Culberson. Yes, sir. 

Mr. Dicks. Maybe we should think about Surveys and investiga- 
tions staff review of this. 

Mr. Culberson. Right. 

Mr. Dicks. Maybe something the Chairman and Mr. Rogers can 
sign off on. 

Mr. Culberson. Yes, sir. 

Mr. Dicks. That way we can do this in a very professional way 
without making it sound like we are trying to make allegations on 
the whole process. You know, we have some evidence, but this S&I 
group I have found very professional or GAO, whatever you 

Mr. Culberson. I think so, particularly with the scale of the 
problem that Chairman Dicks 

Mr. Dicks. Reprogramming funds in Defense is unbelievable. In- 
telligence, it is unbelievable. 

Mr. Culberson. Yeah, it is huge. Yeah, right. I think it is a 
much bigger problem. And particularly the scale in your jurisdic- 
tion on the Defense Subcommittee. 

Mr. Dicks. It has gotten much larger. I am not saying it is a 
problem. I am just saying the magnitude of the reprogramming has 
gotten much larger, and it may be a good time to take a look. 

Mr. Wolf. Would the gentleman yield, please? 

Mr. Culberson. Sure. 

Mr. Wolf. That is a good idea. Mr. Rogers mentioned about a 
week ago, he mentioned Surveys and Investigations and I think 
you came to the same thing. That is a very good idea, that way it 
takes 

Mr. Culberson. Sure, so we can get an idea of the scale of the 
problem. It is a superb idea, where did it happen, does it appear 
to be a pattern. Instinctively I feel like it is a pattern because I 
am seeing it under the jurisdiction of my Committee and we see 
it here. To my knowledge no one has ever been — if you think about 
it, no one has been fired for 9/11. Can anybody identify anybody 
that has ever been fired for 9/11? Nobody. The entire Federal gov- 
ernment, it is like there is a phantom parallel universe government 
out there driving, we appropriate the money and say very clearly 
the law has to be used in this way or whether there is another stat- 
ute that says 1, 2 , 3 has to happen, what are the consequences? 
In the private sector it is very clear, you get fired immediately. 
There are civil or criminal liability in the event of a personal profit. 
I understand nobody personally profited from this, but there was 
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clearly a pattern. This went back to 2006 apparently. So these folks 
have been doing it for a long time. 

Ms. Lubchenco. Congressman, I obviously don’t know about 
those instances. I can tell you for that for NOAA 

Mr. Culberson. Well, the Inspector General’s report says this 
has been going on as far back since 2006. 

Ms. Lubchenco. In NOAA? 

Mr. Culberson. Yes. 

Ms. Lubchenco. We do not know how 

Mr. Culberson. But that is what the Inspector General con- 
cluded. It appeared that it had be going on since 2006, correct? 

Ms. Lubchenco. I believe that those were allegations that were 
made by individuals who were interviewed, and that is exactly why 
I have ordered an independent financial review and analysis to un- 
derstand if this was happening earlier than the period that was the 
focus of our investigation, which was 2010 and 2011. 

Mr. Culberson. And I appreciate that. What are the con- 
sequences, though? Talk to me about consequences. In the private 
sector it is just immediate, dramatic, you are fired and there will 
be either civil or criminal consequences. What are the con- 
sequences? 

Ms. Lubchenco. The consequences are very real and very seri- 
ous. 

Mr. Culberson. Such as. 

Ms. Lubchenco. And we are taking the appropriate steps. I 
would be delighted to brief you in private and to describe what is 
being done. I want to be careful. Because there were so few individ- 
uals involved I want to be very careful here. 

Mr. Culberson. What civil service law prevents them from being 
just fired immediately? Why can’t you just fire them immediately? 

Ms. Lubchenco. There are appropriate steps to take in taking 
administrative action. There are a series of steps that one has to 
take. I cannot just fire someone. 

Mr. Culberson. Why? That is my question, why? Why can’t you 
just fire somebody? 

Ms. Lubchenco. Because of the legal protections that exist 

Mr. Culberson. Such as? 

Ms. Lubchenco [continuing]. For Federal employees. 

Mr. Culberson. Such as? 

Ms. Lubchenco. I am not completely familiar with all of the ap- 
propriate laws. I know that there is a process that is to be followed 
and that we have followed it. 

Mr. Culberson. What are you told? For example, the cemetery 
director of Houston, I mean I even went out and saw it myself be- 
cause they were lying to me and I knew they were lying. And I 
went out and actually sat in on a funeral in Houston and she did 
it again. And she actually told the veterans, the honor guard that 
they had to intercept the widow as she was being lifted out of the 
vehicle sobbing, going to the grave site, and ask her are you sure 
you want the ritual said over the grave because it has the word 
“God” in there three times. Are you sure? 

It is insane and I couldn’t get her fired. All I could do, and I am 
Chairman of the Subcommittee on VA, all they would do is transfer 
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her to headquarters and she is now in charge of proofreading 
memos I am told, but they would not fire her. 

So the Chairman is on to something really much, much bigger 
here, and we appreciate what you have done. And I understand you 
are handcuffed to a certain extent by Federal law. What Federal 
law? What do your lawyers tell you prevent you from just firing 
somebody who would misappropriate 4 percent of your entire an- 
nual budget? 

Ms. Lubchenco. Congressman, I am happy to get that informa- 
tion to you. I don’t know that on the top of my head. I am happy 
to get that to you as a matter for the record. 

Mr. Culberson. Did you ask that somebody be fired? I mean 
once you found out this had actually happened, was your response 
fire them? 

Ms. Lubchenco. Congressman, I think what is behind your 
question is outrage that this behavior occurred at all and, secondly, 
a desire to have justice be done and to not only fix the problems 
that caused it, but make sure that this doesn’t happen again by 
dealing with individuals appropriately. I completely concur with all 
of that. I was outraged, I was furious. 

Mr. Culberson. Was your response that someone be fired? Did 
you ask that someone be fired? 

Ms. Lubchenco. I have taken steps to deal with those individ- 
uals in the most aggressive and severe fashion possible. 

Mr. Culberson. Yeah, I think what this proves is that truly be- 
tween my case in Houston with cemetery — I mean if you can’t fire 
somebody for interfering with a prayer said over a veteran’s grave 
you can’t fire anybody for anything. If you can’t fire someone for 
misappropriating 4 percent of your entire annual budget you can’t 
fire anybody for anything. So everybody is a lifer, everybody in the 
Federal government is a lifer; the Post Office can be as incom- 
petent as they want and nobody can be fired. It is the biggest dis- 
aster. 

I once asked when I was on the Transportation Subcommittee we 
had the head of Union Pacific Railroad and Northern — several the 
major railroads, and I said if we gave you Amtrak would you take 
Amtrak for free? And they said, no. You would have to change the 
law so we could fire people and we can hold them accountable. You 
really can’t obviously hold anyone accountable. No one in the Fed- 
eral government can be held accountable and that is really the root 
of the problem. And I really genuinely — I am not picking on you 
I genuinely appreciate it. It is just a vivid illustration of a funda- 
mental and systematic crippling problem with our Federal govern- 
ment. It is beyond — it is obvious the social safety net has gotten 
out of control which is going to bankrupt us, but there is a whole 
other parallel problem I think, Mr. Chairman. You can’t fire any- 
body. The civil service laws have gotten so out of control, I don’t 
know what it is, the unions — please, I would like a memo, would 
you please have — whoever — I bet there is a lawyer out there behind 
you somewhere, I bet there is a personnel lawyer somewhere out 
there behind you. Is there any personnel lawyers — someone in your 
organization. I am a lawyer by training, and I want to see a de- 
tailed memo from you, please, why can’t you fire any of these peo- 
ple? What civil service laws or protections prevent you from firing 
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people for misallocation of funding of this blatant, deliberate, inten- 
tional, repeated, systematic violations of the law? 

Mr. Honda. Would the gentleman yield for a second? 

Mr. Culberson. Yes, please. 

Mr. Honda. I understand your emotion and your outrage and ev- 
erything, but it seems to me as an attorney one would understand 
that one goes about gathering information before they pass judg- 
ment. And it feels like there is judgment being passed in asking 
if there is any kind of a finality in personnel rulings that someone 
is going to get fired when it appears that it is not complete yet. 
And I think I hear her saying that they have done everything as 
aggressively as they can. And I don’t know all the issues either, but 
it would seem to be more prudent to keep in check our emotions 
until such time that we get complete information. 

Mr. Culberson. I think Mr. Dicks had a good suggestion that I 
think the Chairman supports, and that is to look at this in a com- 
prehensive way. My instincts have rarely failed me and my in- 
stincts tell me this is just an indication of a far larger problem in 
the Federal government is what I am driving at. And if I could get 
a memo from your personnel lawyers explaining to me that. I obvi- 
ously would share with the Chairman, I mean direct it to the 
Chairman, but I would like to know and I know he would like to 
know, our staff would like to know, what laws prevent you from 
holding people accountable in the same way that would occur obvi- 
ously in the private sector. Because they clearly misallocated al- 
most $36 million, I think it is $35.4 million. 

[Clerk’s note. — As of press time (December 2012), NOAA and 
the Department of Commerce have failed to provide the requested 
responses.] 

Mr. Graves. Would the gentleman yield? 

Mr. Culberson. Yes, please. 

Mr. Graves. I appreciate the point you are bringing up because 
this is everywhere, this is all over. The Department of Justice, any 
action been taken there? And we know that we have an American 
citizen who was guarding our borders killed. 

Mr. Culberson. Right. 

Mr. Graves. No action has been taken from an administrative 
perspective and proper administrative actions don’t seem so proper. 

Mr. Culberson. Yeah. 

Mr. Graves. This even from the statement here, and from the 
statement the gentlelady has given us is November 29th of last 
year. 

Mr. Culberson. Right. 

Mr. Graves. Is when this was discovered. 

Mr. Culberson. She knew about it, right, 7 months. 

Mr. Graves. Seven months ago, I guess now, and still no action. 
So I would be happy to support you in this effort to find out why 
is it that the Federal Government employees are protected? 

Mr. Fattah. If the Gentleman would yield, I think what you just 
put on the record is completely inaccurate, that once this was 
found out within 24 hours this Administrator took corrective ac- 
tion. So I just want — I know we are getting excited, and we want 
to fire people, and we have got conclusions already, but let’s just 
see if we can keep the facts straight. 
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Ms. Lubchenco. Can I keep the record straight here? 

Mr. Graves. Please. 

Mr. Fattah. That is completely inaccurate. 

Mr. Graves. If I misstated it, I am sorry. 

Ms. Lubchenco. November 29th I learned about the allegations. 
I immediately placed an individual on administrative leave. I 
brought in a replacement. I set in motion an investigation that 
looked into the allegations, due process, looking into very com- 
plicated things that had been done. I received a report in May and 
initiated immediately the rest of the appropriate administrative ac- 
tions as well as all the other things that are detailed in what I 
have described. I think that it is not appropriate to conclude from 
what I said that one cannot fire individuals. It is appropriate that 
due process be followed, and that is exactly what we are doing. 

Mr. Graves. Well, thank you for clarifying that. Administrative 
leave still intact I assume today with those same individuals? 

Ms. Lubchenco. That is correct. 

Mr. Graves. I know I am on the gentleman’s time here a second. 

Mr. Culberson. Oh, please. 

Mr. Graves. When would you suspect that a conclusion would be 
reached? 

Ms. Lubchenco. I am not in control of that. I hope it is as soon 
as possible. I can tell you that and. Congressman, I want to make 
sure you heard what I said earlier, which was that it is possible 
to fire people, one has to follow due process. And that is what we 
are in the middle of doing. Whatever the appropriate administra- 
tive action for different individuals is, is underway or has been con- 
cluded. 

Mr. Culberson. And you will have your lawyers please send me 
a detailed memo that lays that whole process out, what does it take 
to fire somebody in the Federal Government and what prevents you 
from doing so like they do in the private sector? 

Mr. Wolf. Mr. Honda. 

Mr. Honda. Thank you, Mr. Chairman, and thank you very 
much for this opportunity to air some of these issues that I have 
heard about, I have read about. And I haven’t finished reading all 
the details, but I really would appreciate the rest of the informa- 
tion and some timelines. I appreciate the fact that you made a dis- 
tinction between what would be considered a cautious criminal 
kind of action versus some administrative kinds of action that was 
not very wise I suppose. And I think that distinction being made 
gives me the sense that, you know, you will be following some proc- 
ess that will make sure that truth will come out and then out of 
that truth some corrections can be made administrative so that 
this will not occur again. 

We have a lot of processes, accounting processes in place already 
where we can move monies around, not break the law and do some 
things with the funds that perhaps could cause some controversy 
but it is not illegal. And so, you know, I think that we just need 
to keep that in mind. 

I don’t want to have you or your office become a political football, 
but I think what the Chairman — and I shouldn’t speak for the 
Chairman, but I think what his intent is, is to get to the bottom 
of it because he has got a very strong sense of ethics. 
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MARINE DEBRIS 

So having said that, I would like to go back to the issue of the 
debris. When we talk about the debris it makes me a little uncom- 
fortable when we say Japanese debris as if it were an intentional 
action, so I think we need to go back in time and say this is a nat- 
ural disaster that was the result of a 9.0 Richter scale movement 
of the Earth’s, the ocean bottom that created a series of tsunamis 
that created devastation on the eastern coast of Japan. Much of the 
debris was washed into the ocean, but I guess the question I have 
is if we know that it is out there and we understand tidal move- 
ments, currents, wind and wave action, is there anybody that was 
following this to be able to anticipate? I know I have heard news 
saying that we can anticipate the arrival of debris off Hawaii, off 
Alaska, and off the Oregon and the Washington shores. It seems 
to me that if we could anticipate that somewhere along the line we 
should have been calling up folks to anticipate its arrival or do 
something anticipatory before it does hit land. And so, you know, 
I guess the question is, you know, did we do that, did we know 
that, and did we send a red flag up so that we have somebody in 
our system that would respond to it or get to the legislators and 
say this is the issue, this is what we need, now it is up to you be- 
cause you are the government, we are the civilians that are respon- 
sible to give you the information but you have to make a decision 
both as a nation, as a country, and to allocate appropriate funds 
to do that? 

The second question I have is it seems to me that the movement 
of the debris is just a small part of a larger human habit that we 
have of disposal of trash. If you talk about Texas, the plastic vortex 
that exists in the Pacific is twice the size of Texas. We are not sure 
how deep it goes anymore because the particles have become small- 
er but not biodegradable. That seems to be a potential problem in 
both the health of the ocean and human health eventually because 
we eventually eat something that comes out of that area. And if it 
is embedded in animal or marine fats it must be transferable to us 
in very toxic form. 

So I don’t know if you have any comments to that or any paper- 
work that has been built up over time that you can share with us 
too. 

So thank you, Mr. Chairman, for this opportunity to ask my 
question. 

Ms. Lubchenco. Congressman, I greatly appreciate your draw- 
ing our attention to language. That is very important. We typically 
say the tsunami debris. And I think that for the very reasons you 
articulated that is more appropriate language, so thank you for 
that. 

We have in fact done extensive modeling that takes into account 
realtime winds and currents that have happened since the disaster. 
So we have a reasonably good idea of where most of the debris is 
likely to be now. We also are modeling where it is most likely to 
go. And those models are completely consistent with what we have 
seen in terms of when it started to arrive. 

Mr. Honda. May I interrupt just a second? You used the word 
“modeling.” There is so much information and statistics that you 
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derive from modeling. Did it come from technology that Chairman 
Wolf had insisted on putting out into the ocean? There is an addi- 
tion to that and then he has advocated for more. Are those the kind 
of technologies that you are depending upon to be able to model the 
movement of the water and the currents? 

Ms. Lubchenco. The technology that I believe the Chairman was 
referring to are tsunami buoys that he has championed putting in 
place and maintaining, very appropriate. We have other instru- 
ments in the ocean that give us information about where the water 
is moving and at what rate, and also on land measurements of 
winds. And if you put the ocean movements and the wind move- 
ments together, those are part of our observing systems, that helps 
us understand what typical conditions are and what they are like 
at any one particular time. So we utilize that information in our 
modeling. And we have worked closely with many of the coastal 
communities. Members of Congress, members of the press, to alert 
them, this is what you can expect and this is how you should be 
dealing with any debris that you find because we want to keep peo- 
ple informed and safe. So we have been doing all of those. Our re- 
sources are significantly stretched in doing that. We have a very 
small core team of people that typically deal with marine debris. 
It is not really at the magnitude that is needed for this particular 
disaster, which is why we are reaching out to our State partners 
and other Federal partners that can put together a larger group 
that can really begin to address the magnitude of this problem. 

Mr. Honda. Is there a Pacific Rim team that you are looking at 
that would not rely just upon our Pacific coast lines, but to engage 
the other Pacific Rim countries and entities? 

Ms. Lubchenco. We have indeed engaged them. We have also 
engaged fishermen and shippers, commercial fisherman. We have 
a hotline set up, and so when they are moving across the ocean and 
they encounter something they alert us so we can track and know 
and get realtime information. We have been utilizing satellites to 
the extent that it is possible to try to see where different big pieces 
are, most of it is so small you can’t see it from satellites, but we 
have been sort of pulling out all the stops with every different pos- 
sible thing that we can imagine to get a better handle on exactly 
what is it, where is it, when will it appear and trying to keep ev- 
eryone informed. 

We would be happy to get materials to you. We have information 
that we have developed and maps of where it is now and where we 
think it is likely to go over time. 

Mr. Honda. So the Pacific Rim kinds of teamwork is something 
I am looking at, and a lot of this concern about the tsunami moni- 
toring came about because of the chairman’s concern about the 
aftermath of the Indonesian tsunami. 

Ms. Lubchenco. Right. 

Mr. Honda. And just extrapolate in that whole concern to the 
rest of the Pacific Rim because the ocean floor is going to continue 
to be active. If we think that 9.0 was big, wait until some of the 
plates really start to move. I think that if we do it right now then 
the Chairman’s anticipation would save a lot of lives and a lot of 
economies, too. 

So I appreciate it. Thank you. 
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Mr. Wolf. Thank you, Mr. Honda. Maybe you can have a group 
go up and brief Mr. Honda. 

Ms. Lubchenco. We would be happy to do that. 

Mr. Wolf. We have votes on, and there is just one other last 
question that we want to ask and then we are going to submit the 
rest. Does the Department intend to make available a redacted 
version of the internal investigation? The Committee requests that 
the Department submit a redacted version for inclusion in the 
record. 

Ms. Lubchenco. I would be happy to discuss with the Depart- 
ment what we are able to provide to you. I know that the Com- 
mittee has an unredacted copy. Obviously that is not for the record. 

Mr. Wolf. No, right. 

Ms. Lubchenco. I understand what you are asking, and we 
would like to be as helpful as we can in this. We want to make 
sure that to protect privacy information that is in the primary re- 
port that you have seen. It is a challenge to be able to protect that 
and also have a report that makes any sense. So that is sort of the 
struggle. So we are happy to have a conversation with you about 
how we can best meet the intent, which is what you are describing, 
to have something in the record. 

Mr. Wolf. I am going to go to Mr. Fattah for any last questions. 
What we are going to do is we are asking about, we have 65 other 
questions, but obviously we can’t take the time. And I thought it 
was inappropriate to keep the Administrator and everyone here for 
2 V 2 hours and then come back. So we will submit them. And if any 
other Member has any questions you would like to have submitted, 
if you would get them to the staff by close of business today. And 
we would ask that you could get the responses back by say 5:30 
on Monday, because we want to do the reprogramming. We want 
to reassure the employees that we are not looking to tie the re- 
programming up. We want to make sure that that can be done 
without RTFs and furloughs and nobody can say there is a storm 
that has been missed or something like that. So if we can do that 
we would appreciate it. We will just submit it all for the record. 

And Mr. Fattah. 

Mr. Fattah. I want to thank the Chairman for the hearing and 
thank the Administrator. Thank you. If you can do anything about 
this 100-degree heat. I’d appreciate it. Thank you very much, Mr. 
Chairman. 

Mr. Wolf. Mr. Graves. 

Mr. Graves. One quick clarification, thank you, Mr. Chairman. 
Back to the administrative leave, in your written statement it says 
that an employee was placed on administrative leave. For clarifica- 
tion you had also indicated there were three employees. Were all 
three placed on administrative leave or just a single? 

Ms. Lubchenco. A single employee was placed on administrative 
leave. 

Mr. Graves. Okay. And that single employee is paid administra- 
tive leave or unpaid? 

Ms. Lubchenco. It was paid. 

Mr. Graves. Thank you. Thank you, Mr. Chairman. 

Mr. Wolf. Hearing adjourned. Thank you. 



411 


Questions for the Record — Mr. Wolf 

OUTLINE OF EVENTS THAT LEAD TO DISCLOSURE OF UNAUTHORIZED 
TRANSFER OF FUNDS WITHIN THE NATIONAL WEATHER SERVICE 

Question. Please provide a summary of the investigation into the unautho- 
rized transfer of funds within the National Weather Service. 

Answer. Dr. Lubchenco’s May 25, 2012 memo detailing corrective actions 
summarizes the investigation into the unauthorized reprogramming of funds 
within the NWS. We have attached that memo. 

Question. According to the Internal Inquiry into the Alleged Mismanagement 
of Funds Within the National Weather Service, back in early 2010 a series of 
anon 3 mious complaints about questionable financial activities at the National 
Weather Service were received by the GAO, the Commerce Inspector General, 
the NOAA Deputy Under Secretary for Operations, the Commerce Chief 
Financial Officer and the Commerce budget office. Please describe why these 
complaints were not addressed. 

Answer. The Department is aware of several anonymous complaints received 
between 2010 and 2011, by NOAA’s senior leadership, Commerce CFO’s 
office, and the Commerce Inspector General’s Office that received minimal 
or no follow up. Both Dr. Lubchenco and Acting Secretary Blank directed 
corrective actions to ensure that future complaints are handled appropriately. 
Dr. Lubchenco directed a “review of how NOAA files, logs and responds to 
the type of fiscal complaints that prompted this investigation.” In addition, 
she directed yearly training for all NOAA SES employees on how to handle 
anonymous complaints. The review of how NOAA files, logs and responds to 
this type of complaint has begun and a training module for SES employees is 
under development. 

Question. What is being done at the Department of Commerce to ensure that 
these types of complaints are properly addressed? 

Answer. The Department will conduct a study designed to document the 
Department’s current structure emd processes for voicing concerns, how these 
avenues are communicated, as well as Federal best practices. The intent is for 
this study to provide recommendations. At this point we are still gathering 
data on the “as is state” and best practices and therefore, do not know if we 
will be recommending changes to the current structure of employee complaint 
reporting. 
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Question. As a reminder, Dr. Lubchenco indicated that Commerce would 
provide a redacted copy of the internal inquiry for inclusion in the Committee 
record. 

Answer. On June 5, 2012, the Department provided the committee with an 
un-redacted copy of the investigative report, and will send a redacted copy of 
the report to the Committee shortly. As you will see, in order to remove all 
that would reveal employee names and other identifying information, large 
sections were taken out and other sections are missing significant pieces. 
As such, it is difficult to tell from this redacted version what happened. We 
have provided and have released publicly the memos from Dr. Lubchenco and 
Acting Secretary Blank that summarize the investigation. 

ANTI-DEFICIENCY ACT AND REPROGRAMMING GUIDELINES VIOLATIONS 

Though the personnel involved in this alleged financial mismanagement 
did not seek to enrich themselves and their motives appear to have been to 
sustain operations at the Weather Service, the investigative report uncovered 
egregious financing behavior. 

Question. Has Commerce made a determination that any of the actions 
investigated with respect to transferring funds among the various NOAA 
programs constitute Antideficiency Act violations? 

Answer. Following a thorough review, the Department has determined pre- 
liminarily that a violation of the Antideficiency Act occurred. We are in the 
process of finalizing our package that will be submitted to the appropriate 
parties. We expect this package to be completed in the very near future. 

Question. Were funds moved between NOAA’s two accounts, the Operations, 
Research, and Facilities and the Procurement, Acquisition and Construction 
account? This movement would constitute an Antideficiency Act violation 
unless the Committee were notified and approved of the shift. 

Answer. Expenses were moved between NOAA’s Operations Research, and 
Facilities appropriation and it’s Procurement, Acquisition and Construction 
appropriation. The Department has determined preliminairily that this move- 
ment constitutes a violation of the Antideficiency Act. 

Question. Does the Commerce Department believe that the reprogramming 
guidelines included in the Department of Commerce annual Appropriations 
Act have been violated? 

Answer. The Department has determined preliminarily that a violation of 
the reprogramming guidelines occurred for FYIO and FYll. 
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DISCIPLINARY ACTIONS 

Question. What actions may be taken against employees involved in these 
actions? What are the timeframes for these actions? 

Answer. Appropriate disciplinary actions are underway. We do not want to 
jeopardize the actions underway by violating our employee’s rights under the 
Privacy Act. We would be happy to brief the Chair and Ranking member of 
this subcommittee on the disciplinary actions currently in process. 

Question. Do either the Department of Commerce General Counsel or the 
Commerce Inspector General intend to provide evidence to the U.S. Attorneys 
for potential prosecution? 

Answer. It is the responsibility of the OIG to make referrals for criminal 
charges to the Department of Justice. In this case, the OIG has had initial 
discussions with a U.S. Attorney’s Office and is now engaging Department 
of Justice headquarters at that office’s suggestion. The OIG is aware of the 
urgency of the matter and is working collaboratively with DOJ to determine 
if the conduct requires further action. 

USE OF SUMMARY LEVEL TRANSFERS 

Question. “Summary Level Transfers” are intended to be used to correct 
accounting errors; they are not meant to be used in the manner in which they 
were abused by the Weather Service. Please explain what a “Summary Level 
Transfer” is. 

Answer The Summary Level Transfer (SLT) process transfers costs, not 
resources. The process transfers dollar amounts as paid costs and should 
only be used as a means to correct erroneous obligations after the accounting 
period has closed or to distribute overhead bills (for example, charge each 
program their share of a single rent bill). SLTs are adjustments made at a 
summary level, not at a document or detail level. 

Question. How prevalent is the use of these Summary Level Transfers within 
NOAA? How many were used in FY 2010, FY 2011, and thus far in FY 2012? 
Answer. 

FY 2010 3,179 
FY 2011 3,323 
FY 2012 1,724 

(as of July 2, 2012) 
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Question. Who is authorized to request the use of these Summary Level 
Trsmsfers in NOAA and who is responsible for approving them? Is this review 
process the same in each NOAA line office? 

Answer. The former SLT process allows the Line Office Headquarters (LO 
HQ), Financial Management Centers (FMC), and/or Program Office Levels 
(PO) to submit an SLT to the Finance Office. The Finance Office requires 
all Line Office Headquarters to approve any transfer if an administrative 
business rule is violated in the proposed transfer. For example, if an object 
class or fiscal year is changed, a justification is required when the SLT is 
submitted to the Financial Reporting Division (FRD) / NOAA Finance Office 
(FO) for final approval in the NOAA Core Financial System. If sm SLT crosses 
over FMCs, the FO requires approval from the LO HQ. 

Pursuant to Dr. Lubchenco and Acting Secretary Blank’s May 25, 2012 
memos directing a series of corrective actions, we are in the process of adding 
additional internal controls to require certain management approvals based 
on the dollar threshold and volume of the SLTs, 

Question. Is there a point in the budget execution process that all of these 
Summary Level Transfers are reviewed for accuracy, need, and reasonable- 
ness? 

Answer. There are systemic business rules within the NOAA Core Financial 
System that verify for valid accounting data, funds availability, and sum 
totals on the ‘from’ and ‘to’ amounts. Additionally as noted above, if an 
administrative business rule is violated, whereby an object class or fiscal year 
is changed, a justification is required when the SLT is submitted for final 
approval to the FO. If an SLT crosses over FMCs, the FO requires approval 
from the LO HQ. We are in the process of adding additional internal controls 
to require certain management approvals based on the dollar threshold and 
volume of the SLTs. 

Question. Please provide data on the use of Summary Level Transfers in 
the rest of the Department — do other Commerce bureaus use SLTs? How 
prevalent is their use? 

Answer. All Commerce bureaus that use Commerce Business System (CBS) 
have the functionality to use Summary Level Transfers (SLTs). When the 
Department learned of the problems raised by the investigation on Summary 
Level Transfers, we quickly reached out to other bureaus. Early indications 
were that the other bureaus using SLTs seemed to have sufficient processes 
in place for review. The Department has developed action plans to request an 
overall review of the processes and policies over SLTs to determine whether 
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they are adequate and make recommendations for improvement and stan- 
dardization across the Department. 

Question. Please describe any steps taken throughout Commerce to ensure 
that Summary Level Transfers are not abused the way they were in the 
National Weather Service. 

Answer. The Department of Commerce has taken the following steps: 1) Dis- 
cussed internal control deficiencies related to NOAA NWS use of SLTs during 
the department-wide Chief Financial Officers Council meetings, Finance 
Officer’s meetings and Internal Control Senior Assessment Team meetings; 2) 
Requested a review of all processes and internal controls related to Summary 
Level Transfers to ensure proper controls and procedures are in place for 
approving and monitoring SLTs, and; 3) Evaluating options for implementing 
automated solutions to enhance the approval process and flag transactions 
exceeding certain threshold criteria. 

BUDGET OPERATING PLANS 

Question. The internal inquiry discussed Budget Operating Plans. Please 
explain what these Budget Operating Plans are, how often they are prepared 
and reviewed, and how they are used. 

Answer. Budget Operating Plans (BOPs) are monthly plans entered into the 
NOAA Core Financial System for all funded programs. Plans are entered in 
at the Object Class Category (i.e. Labor and Benefits, Rent, Travel, Contracts, 
Grants). The BOPs are than used to track actual Program obligations against 
the plan to determine if programs are executing in accordance with the BOP. 

Question. Who is responsible for preparing them and who is responsible for 
approving them? 

Answer. Line Office Financial Management Centers or Program Offices will 
enter the monthly BOP at the Object Class Level and it is reviewed and 
approved by the Line Office Headquarters Budget Office. 

Question. It appears that these Budget Operating Plans showed a number 
of these Summary Level Transfers during fiscal years 2010 and 2011 from 
crucial Weather Service forecasting and warning systems to the Office of 
the Assistant Administrator in order to cover shortfalls in paying common 
services and salaries and expenses. Please explain why these series of Sum- 
mary Level Transfers out of core Weather Service operational systems didn’t 
result in questions that these programs were either 1) over-funded; 2) behind 
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schedule and potentially experiencing difficulties; or 3) being raided which 
would introduce risk into the program? 

Answer. The BOPs are not entered at the transaction level. They are entered 
and approved as planned amounts for a program based on the enacted ap- 
propriation (while a Summary Level Transfer is a movement of costs). Line 
Office reviews are completed at a Program level to determine if the programs 
are executing against the planned amounts. Only when the total program is 
not executing to its BOP will an explanation be required. Variance explana- 
tions are used to explain why a program is not operating in accordance with 
its BOP. 


STRUCTURAL DEFICIENCY 

Question. The internal inquiry included many references to a “structural 
deficit” at the National Weather Service. Please explain what is meant by a 
“structural deficit?” 

Answer. The term “structural deficit” can be used to mean a lack of sufficient 
funds overall or having sufficient funds but in the wrong places. What the 
investigation found was that in FY 2010 and 2011 there was no evidence that 
there were insufficient funds overall within the Weather Service. 

Question. The internal inquiry includes various statements from witnesses 
interviewed that these structural deficiencies occurred because the Weather 
Service was expected to live within its $1 billion budget and that any com- 
plaints about lack of funding were dismissed since no Federal agency ever 
receives all of the funding that it thinks is necessary. Is there a “structural 
deficit” at the National Weather Service? 

Answer. The investigation found that in FY 2010 and 2011 there was no 
evidence that there were insufficient funds overall within the Weather Service. 
However, the investigation did find that certain programs had insufficient 
funds. 

In order to fully address this question the NOAA administrator has 
ordered two reviews of programs within the NWS. First, the NOAA adminis- 
trator has directed an independent financial review and analysis. This review 
and analysis will look from 2006 to the present and will examine the question 
of a structural deficit. NOAA posted the solicitation for this independent 
review on July 10, 2012 and will contract for this work in September. In 
addition the NOAA administrator directed the Acting NWS CFO to review all 
program offices. This review will help determine if the NWS has a structural 
deficit of any kind. 
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Question. The internal inquiry discusses a September 2010 presentation 
made by Weather Service staff to the NOAA Corporate Board on this “struc- 
tural deficit.” The inquiry determined that nothing was ever done to follow 
through with the findings in this September 2010 report. Please tell the 
Committee who sits on the NOAA Corporate Board and what their role is 
with respect to the Weather Service. 

Answer. The September 2010 meeting referenced in the report was a NWS 
Corporate Board meeting. In September 2010 the NWS Corporate Board 
met and the NWS budget was a subject of conversation. The NWS Corporate 
Board is comprised of NWS Senior Leadership. The following positions sit on 
the NWS Corporate Board: 

• Assistant Administrator for Weather Services (AA) / NWS Director 
(Chair) 

• Deputy Assistant Administrator (DAA) / NWS Deputy Director 

• NWS Chief Financial Officer/Chief Administrative Officer (CFO) 

• NWS Chief Information Officer (CIO) 

• Director, Strategic Planning and Policy (SP) 

• NWS Advisor for Services and Science Integration (NASSI) 

• Director, Office of Climate, Water, and Weather Services (OCWWS) 

• Director, Office of Science and Technology (OST) 

• Director, Office of Operations Systems (OPS) 

• Director, Office of Hydrologic Development (OHD) 

• Director, Alaska Region (AR) 

• Director, Central Region (CR) 

• Director, Eastern Region (ER) 

• Director, Pacific Region (PR) 

• Director, Southern Region (SR) 

• Director, Western Region (WR) 

• Director, National Centers for Environmental Prediction (NCEP) 

Question. Why was no action taken with respect to the September 2010 
presentation on the NWS structural deficit? 

Answer. During budget formulation, it is normal for programs to advocate for 
funding increases. The Weather Service did not effectively communicate that 
the NWS funding situation was of a different nature than typical funding 
requests. Specifically, the NWS did not provide documentation showing that 
the NWS would have difficulty covering critical staffing and operational 
costs at local weather forecast offices. Had this documentation been provided 
during budget formulation or had it been communicated that at the requested 
program funding levels in FY 2010 or 2011 the NWS had to move funds to 
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meet their obligations, NOAA could have made different choices during 
budget formulation. 

It is important that the report found the NWS never exceeded Total 
Obligation Authority (TOA) during FY 2010 or 2011. They never operated 
beyond their means and they always continued to provide the critical services 
and products our Nation relies on. 

Question. Was NOAA or the Department aware of a “structural deficit” at the 
NWS? 

Answer. NOAA and DOC headquarters were never provided documentation 
showing that the NWS would have had difficulty covering critical staffing and 
operational costs at local weather forecast offices. Had this documentation 
been provided during budget formulation or had it been communicated that 
at the requested program funding levels in FY 2010 or 2011 the NWS had 
to move funds to meet their obligations, NOAA could have made different 
choices during budget formulation. 

It is important that the report found the NWS never exceeded Total 
Obligation Authority (TOA) during FY 2010 or 2011, They never operated 
beyond their means and they always continued to provide the critical services 
and products our Nation relies on. 

Question. Does NOAA or the Department of Commerce believe that a struc- 
tural funding deficit exists in the Weather Service and if so, what should be 
done about it? 

Answer. The investigation found that in FY 2010 and 2011 there was no 
evidence that there were insufficient funds overall within the Weather Service. 
However, the investigation did find that certain programs had insufficient 
funds. 

In order to fully address this question the NOAA administrator has 
ordered two reviews of programs within the NWS. First the NOAA admin- 
istrator has directed an independent financial review and analysis. This 
review and analysis will look from 2006 to the present and will examine 
the question of a structural deficit. NOAA posted the solicitation for this 
independent review and analysis on July 10, 2012 and will contract for this 
work in September. In addition the Administrator directed the Acting NWS 
CFO to review all program offices. This review will help determine if the 
NWS has a structural deficit of any kind. 

Question. The report says that the NWS began these unauthorized transfers 
in part because of “various limitations on management’s flexibility.” Please 
explain what these limitations might be. 
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Answer. Due to both the Weather Services’ critical mission and the limitations 
inherent in its collective bargaining agreement, the Weather Service has less 
flexibility relative to other agency programs in reducing labor and operational 
costs through actions such as reducing staffing, increasing labor lapse rates, 
or reducing spare part inventories. 

Question. The report talks about “lack of leadership” to make the funding 
decisions necessary. Please describe what is meant by “lack of leadership” in 
reference to the internal inquiry. 

NWS management did not make the difficult decisions necessary given 
the limitations they faced. 

BUDGET FORMULATION AND EXECUTION PROCESS 

Question. Please describe the budget formulation process at the National 
Weather Service, at the National Oceanic and Atmospheric Administration, 
and how NOAA’s budget is processed through the Department of Commerce 
and then the Office of Management and Budget. 

Answer. 

• At the NOAA/NWS level . — NOAA begins its formulation process with 
input from the SEE (Strategy, Evaluation, and Execution) process. 
During this planning process, Line Offices work with their strategy 
leads and an overall planning team to identify and propose areas in 
need of critical or strategic increases, or areas where funds should be 
redirected internally to meet overall NOAA goals. These proposals are 
deliberated on and either approved for further review or sent back for 
more discussion and rework by NOAA’s senior leadership teams. The 
outcome of this review is then submitted to NOAA’s Budget Office (NBO) 
for analysis and review based on budgetary guidance received from 
the Department of Commerce Office of Budget (DOC/OB). During this 
review, the NBO reviews the proposals, and makes their own proposal 
to NOAA’s senior leadership team, which may include funding for issues 
that came up outside of the standard planning process (e.g., response 
to natural disasters, etc.). Given the guidance funding levels received 
from DOC/OB, NBO may recommend that all, some, or none of the 
proposals are accepted, and also makes proposals based on the level of 
funding for each. Senior NOAA leadership then provides final guidance 
on recommendations and these are submitted to DOC/OB for review. 

• At the DOC / OB level . — The Budget Formulation Process at the DOC/OB 
is a phased approached that starts with the Department’s Chief Finan- 
cial Officer (CFO) sending guidance to the bureaus with budget targets 
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and incorporating the Secretary’s policy priorities. In the spring, the 
Bureau leadership provides a preview of their budget request to the 
Deputy Secretary including any issues that need to be resolved. The 
bureaus submit their budgets to the Department shortly thereafter. 
The Office of Budget then leads a process that includes the entire Office 
of the Secretary to develop recommendations to the Deputy Secretary 
on the budget taking into account 0MB guidance. The bureaus have 
an opportunity to appeal this decision for a final decision by the Sec- 
retary. The Department transmits its budget request to the Office of 
Management and Budget in early September. 

• At the 0MB level . — OMB reviews the Department’s budget request. 
This process includes each bureau head briefing OMB as well as con- 
stant engagement between the Department and OMB. In late Novem- 
ber, OMB sends a passback to the Department with its initial budget 
recommendation. The Department has an opportunity to appeal to 
OMB. Upon a final decision by OMB, the Department and OMB work 
to complete the President’s Budget submission to Congress in February. 


Question. At any point in these deliberations is there an opportunity for 
Weather Service personnel, NOAA employees, and Department of Commerce 
officials to voice concerns over certain funding levels? 

Answer. Yes. Feedback from the Line Office, NOAA corporate, and DOC/OB 
is accepted at each level of the formulation process. 

Question. Will the fiscal year 2014 budget formulation process be conducted 
differently than in prior years? Please describe changes. 

Answer. The FY 2014 budget formulation process included input from the 
results of our Corporate Portfolio Analysis, which relies upon line office input 
to assess our ability to meet our strategic goals and objectives. The process 
was also informed by the effort to develop the FY 2012 reprogramming and 
the potential realignment of the FY 13 Budget. 

Question. Theoretically, the budget execution process should have flagged 
the repeated misuse of these Summary Level Transfers. Please outline any 
changes that will be made in the budget execution process at NOAA. 
Answer. There are multiple changes being made at NOAA for SLT reviews 
and approvals. The Business Rules regarding SLTs are being revised to 
include approvals by the Line Office Chief Budget Execution Analyst for most 
SLT transactions. In addition SLT’s with a total transfer amount of $250K 
between two different program codes or any adjustment of $500K or more 
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MUST be reviewed and approved by the LO Chief Financial Officer (CFO), 
Deputy Chief Financial Officer (DCFO), or Staff Office Director, AND the 
NOAA Budget Office before being submitted to Finance Office for approval. 

Question. Please review steps Commerce is taking to ensure that appropriate 
staff receive Federal Appropriations law training and relevant training on 
0MB guidance with respect to the Federal budget process. 

Answer. The Deputy Secretary issued a decision memorandum requiring 
appropriate staff across the Department to receive appropriations training in 
response to this issue. The first pilot of that training has been given to some 
CFOs, Budget Officers, Finance officers and acquisition professionals. It will 
be provided across the Department in the coming months. 

IMPACT ON SYSTEMS USED TO PROVIDE WEATHER FORECASTS 
NOAA Weather Radio 

Question. The internal investigation included a number of comments stating 
that program was in severe jeopardy. What impact have these unauthorized 
transfers of funds had on the Weather Radio program’s ability to maintain 
and upgrade the existing system? Has this program been negatively impacted 
by the misuse of these Summary Level Transfers? 

The Weather Radio Improvement Project (WRIP) experienced technical 
and contractor delays in the development phase. These delays reduced the 
funding amount necessary for the project during Fiscal Years 2010 and 2011. 
This situation enabled the redirection of WRIP funding without immediate 
impact. By 2012, as these development delays were resolved, adequate 
funding to continue the project was not available. This situation led NWS 
leadership to direct an analysis of alternatives which resulted in the canceling 
of the original WRIP contract in favor of an approach to integrate NOAA 
Weather Radio (NWR) and NWS Weather Wire Service functionality into an 
existing enterprise system. 

Question. What risk has been introduced into this program as a result of 
these illegal transfers? 

Answer. As a result, NWS will extend the Console Replacement System 
(CRS) lifetime by two years. Due to CRS equipment obsolescence, this adds 
significant, but manageable risk to localized NWR system outages. 

Question. Please explain how the Department of Homeland Security uses 
this system to broadcast announcements in the event of a national security 
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emergency. Why does DHS use the NOAA system if it has its own broadcast 
warning capability? 

Answer. The current NWE network can receive and broadcast alerts from 
the Department of Homeland Security (DHS). Future uses were planned to 
provide nationwide live voice broadcast for a President of the United States 
to address the Nation. However, the live voice broadcast is currently not 
included in the enterprise solution and its incorporation into the network will 
be delayed. NWS is evaluating when this capability could be available. 

The DHS’ broadcast warning capability, the Commercial Mobile Alert 
System, is new and is undergoing initial nationwide implementation this 
year. In addition, DHS’ Commercial Mobile Alert System is limited to 90 
characters of text for providing Imminent Threat (e.g., tornado) Alerts. The 
DHS uses the full capability of the NWR network for all alert types and 
hazards. 

Advanced Weather Interactive Processing System, oh AWIPS 

Question. Another program that was reduced by the use of these unauthorized 
transfers is the Advanced Weather Interactive Processing System, or AWIPS 
program. Please explain what AWIPS does and why it is important. 

Answer. The Advanced Weather Interactive Processing System (AWIPS) is the 
primary IT system (hardware, software, and network) that NWS forecasters 
use to ingest, analyze, forecast, and disseminate operational weather data, 
including time-sensitive, high-impact warnings to protect life and property. 
AWIPS is operational 24/7/365, just like the NWS forecast staff who operate it, 
in order to produce the weather products and services that are disseminated 
to the public and partners. AWIPS is used at 122 weather forecast offices, 13 
river forecast centers, and 6 national centers. AWIPS is absolutely critical 
not only for tornadoes, hurricanes, and floods, but also for man-made and 
terrorist disasters where our services are called upon, such as the “spill of 
national significance” in the Gulf of Mexico in 2010. AWIPS uses the satellite 
broadcast network that provides NWS weather data to many internal and 
external partners. These weather services affect nearly every US citizen 
either directly or indirectly, every day. 

Question. What is the current status of AWIPS? Is NOAA undertaking an 
operational assessment to determine if these reductions have had an impact? 

Answer. NWS is currently deploying AWIPS II, a restructuring and migration 
of AWIPS mission capabilities into a new, more open and service oriented 
architecture. AWIPS II is being deployed as planned and the reprogramming 
does not impact that deployment. The AWIPS program has self-assessed 
the impact of the reductions on the program, which affects further product 
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improvements and enhancement, but does not degrade current performance 
The following areas are affected: 

• Cyclical replacement and technical refreshment of operational computer 
equipment was deferred due to these reductions. These deferrals will 
take several years to complete. Dtiring this time, the equipment may 
fail at higher than normal rates and performance of those components 
will degrade, which may lead to increased localized downtime. This 
may impact time-sensitive weather forecast operations. 

• Funding reductions to AWIPS Operational & Maintenance contract 
will impact the recompetition of the prime maintenance scheduled for 
FY 2015. As a result of the reduction, the current contract’s period 
of performance was shortened. This reduction will require NOAA to 
compete and award the new contract award in a shorter than normal 
time period. 

Question. What risk has been introduced into the program as a result of 
these unauthorized program reductions? 

Answer. No new risk was incurred to the current program due to the unau- 
thorized program reductions. The reductions to this program caused us to 
defer some but not all future enhancements. 

Question. This program was apparently reduced by 30 percent as a result of 
the misuse of summary level transfers. Please comment on how a cut of this 
magnitude to a system that is designated as a National Critical IT system 
wouldn’t be noticed or questioned? 

Answer. The primary inappropriate reductions to AWIPS came through an in- 
equitable assessment for the Office of the Assistant Administrator’s common 
services account and from using summary level transfers to inappropriately 
take funds off the end of one year’s AWIPS contract with the knowledge that 
near the end of the fiscal year those funds still existed and that they would 
be made up during the following year. 

Both Administrator Lubchenco and Acting Secretary Blank directed cor- 
rective actions to address this issue. First, Dr. Lubchenco directed the NWS 
to “fully fund the NWS Office of the Assistant Administrator common services 
account at the beginning of each fiscal year” and to “assess NWS programs 
equitably for common services beginning immediately.” The NWS immedi- 
ately changed its practice in order to meet this directive. In addition Dr. 
Lubchenco directed “the NOAA CFO to work with each Line Office CFO 
to ensure all program offices within a line office are assessed equitably for 
common services accounts”. This work has been completed by the NOAA 
CFO and Line Office CFOs. 
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Question. What is the status of the AWIPS servers? Are they at risk? 
Answer. AWIPS has Information Technology hardware, including servers, 
desktops, monitors, and printers with typical cyclical replacement periods 
of three to four years. For FY 2012, the replacement cycle for some servers 
will be extended to a fifth year. This action is consistent with 0MB and DOC 
guidance to extend replacement periods. 

Question. Please explain the enhancements anticipated with AWIPS II and 
whether these unauthorized funding shifts have negatively impacted the 
deployment of AWIPS II. Please describe the current status of AWIPS II 
deployment; has deployment been occurring as planned? Have there been 
issues with deployment? Is NOAA experiencing any problems and how are 
these being addressed? 

Answer. AWIPS II is the first and most critical phase of the NWS AWIPS 
Technology Infusion project. AWIPS II transitions our current AWIPS into 
a new, more open and service oriented architecture (SOA) enabling greater 
flexibility for the user, exponential growth within the framework to take ad- 
vantage of future NOAA assets (e.g., satellites. Radar and model data), while 
providing better products and information to the users. The second phase 
is the extension of the AWIPS II architecture throughout the weather enter- 
prise infrastructure that enables meteorological and hydrological operations 
for all components of the National Weather Service (national centers, river 
forecast centers, weather forecast offices and weather service offices) and the 
training and case development to support operations. With the reductions, 
NWS protected the AWIPS II migration schedule and the highest priority 
extension projects (AWIPS II Extended), many of which were being developed 
in parallel with AWIPS II. Deployment is proceeding, as is the deployment 
of the top 5 projects which extend the capabilities of AWIPS to include more 
industry standard capabilities. 

NEXRAD, OR THE NEXT GENERATION RADAR 

Question. The NEXRAD Doppler weather system is the single most important 
element in NOAA’s capability to warn for severe weather such as tornados, 
hail, and damaging thunderstorm induced-high winds. Funds were also 
transferred out of this program to cover shortfalls in the Local Warnings and 
Forecast programs. What is the current status of NEXRAD? 

Answer. As of June 2012, Dual Polarization Radar (Dual-Pol) has been 
deployed to 74 of 160 operational NEXRAD systems (64 of 122 NWS, 2 of 12 
FAA, 8 of 26 USAF). With approval of the reprogramming, the remaining 
modifications will be completed in 3Q FY 2013. 
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Question. What risk has been introduced into this program as a result of 
these illegal transfers of funding? 

Answer. These transfers introduced the risk that approximately 56 of the 
NWS radars would not have been modified with the dual-pol capability. This 
would have resulted in the need to support two system baselines (hardware, 
software, spares, support equipment, training, technical manuals, etc.) at 
an increased annual O&M cost of $2.9M. With the approval of the repro- 
gramming, there is now sufficient funding to complete the full modification 
program and avoid this problem. 

ASSESSING IMPACT ON CURRENT SYSTEMS AND PLANNED FUTURE 
IMPROVEMENTS 

Question. Please outline the plans for assessing the current status of AWIPS, 
NEXRAD, and the NOAA Weather Radio program. 

Answer. Dr. Lubchenco’s May 25, 2012 memo on corrective actions included 
the directive to the Acting NWS CFO to examine each program office. The 
NWS leadership is currently undertaking these reviews of program offices. 
In addition Dr. Lubchenco directed an independent financial review and 
analysis. This review and analysis should shed light on the status of these 
programs. 

Question. What impact have these unauthorized cuts had on future improve- 
ments? 

Answer. 

• AWIPS . — AWIPS II deployment is on schedule and the five highest 
priority enhancements are moving forward. All other enhancements 
have been deferred. 

• NEXRAD . — The unauthorized transfers would have left approximately 
56 of the NWS radars unmodified with the dual-pol capability, thus 
depriving roughly half the WFOs of this new technology. With the 
approval of the reprogramming, there is sufficient funding to complete 
the full modification program and avoid this problem. 

• WRIP . — The replacement of all obsolete NWR transmitters will be 
delayed. Future improvements to the NWR network will be delayed 
until after completing the enterprise solution to replace the obsolete 
Console Replacement Systems. 


Question. What are the timeframes for assessing these programs? 
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Answer. The review being conducted by the Acting NWS CFO should be 
completed by the early fall of this year. The independent financial review and 
analysis will begin in September and we expect it to be completed in March, 
2013. 

AMENDING THE PENDING FISCAL YEAR 2013 NWS BUDGET REQUEST 

The mismanagement of prior year funds and the large amounts proposed for 
reprogramming this year will certainly have implications for the fiscal year 
2013 budget that has passed through the House Floor and has passed Senate 
Committee. 

Question. Will 0MB or Commerce propose a formal budget amendment to 
address the funding shortfalls in the National Weather Service in fiscal year 
2013? If so, when will this document be provided to the Committee? 

Answer. The Department provided a proposed reallocation of the FY 2013 
NWS budget to Congress on July 18, 2012. 

Question. Does the Weather Service need additional funds in Fiscal Year 
2013 to address any residual funding shortfalls? If so, how much in ORF 
and/or PAC? Will NOAA need to reallocate between these two accounts? 

Answer The Department provided a proposed reallocation of the FY 2013 
NWS budget to Congress on July 18, 2012. 

ATTACHMENTS 

1. Deputy Secretarial Decision Memorandum 

2. Under Secretarial Decision Memorandum 
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May 24, 2012 



THE DEPUTY SECRETARY OF COMMERCE 

Washington. D.C. 20230 


DEPUTY SECRETARIAL DECISION MEMORANDUM 

Subject: Decisions regarding Recommendations Contained in Report entitled 

"internal Inquiry into Alleged Mismanagement of Funds within the National Weather 

Service" 

I have received and conducted a comprehensive review of the report entitled "Internal Inquiry 
into Alleged Mismanagement of Funds within the National Weather Service" (Investigative 
Report), which is the result of a comprehensive effort to Investigate certain allegations that 
were made regarding financial misconduct within the National Weather Service (NWS). While 
complaints regarding these activities were made to various persons beginning in early 2010, i 
was first made aware of these problems on November 30, 2011, when Under Secretary for 
Oceans and Atmosphere Jane Lubchenco briefed me on the preliminary findings of an internal 
review of one such complaint. In recognition of the seriousness of the allegations and 
preliminary findings as well as the potential Impact such conduct could have on a program of 
critical importance to the Nation, Under Secretary Lubchenco and I took immediate action to 
establish an investigative team led by senior executives from NOAA and the Department's 
Office of Budget ("Investigative Team") to review the preliminary findings and expand upon the 
work of the internal review. Their charge was simple: to immediately begin an internal inquiry 
Into the alleged mismanagement of funds and provide recommendations for corrective action. 

The Investigative Team spent the next five months Interviewing over twenty witnesses, and 
reviewing and analyzing over one thousand pages of financial documents and other relevant 
material. While the process took longer than I initially anticipated, it was important that this 
investigation produce a comprehensive understanding of the extent of the problem and how it 
arose. The complicated nature of the transactions at issue and the number of programs and 
actions involved required more time than any of us could have expected when the investigation 
began. 

The investigative Report, which is comprised of 60 pages and over 88 exhibits, chronicles a 
financial unit that, for at least the past two fiscal years, operated outside the bounds of 
acceptable financial management. The fact that the Team did not find any evidence of fraud or 
personally financial gain does not lessen the severity of the misconduct. The actions of the 
employees involved are contrary to the high standards and appropriate behavior which 
Secretary Bryson and I expect from Department of Commerce employees. Under Secretary 
Lubchenco has assured me that appropriate disciplinary action Is being taken regarding those 
involved. 
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THE DEPUTY SECRETARY OF COMMERCE 

Washington, D.C. aOSSQ 

During the last two years, ! believe we have made great strides to improve the budget 
formulation and execution process, bringing more rigor and transparency to the process. The 
problems identified in the Investigative Report Indicate that we have more work to do to 
ensure that these reforms are making their way to the sub-bureau levels. In addition, there 
need to be controls in place to detect and review such significant movement of expenses at an 
earlier stage in the process. One reason why this investigation took more time than expected 
was that resources were moved between units in the NWS in very indirect ways (that is, no 
allocated money was directly moved and no expenses were initially charged to an Inappropriate 
program.) We need to make sure such activities are caught at an earlier stage in the future. I 
discuss below some steps I propose to institute to accomplish this. 

Finally, the failure of senior officials both inside and outside the NWS to respond appropriately 
and in a timely fashion to the repeated complaints regarding the questionable financial 
transactions is unacceptable. Questions and complaints from employees who challenged 
questionable directions were disregarded within the NWS, and several efforts to complain 
anonymously outside the NWS did not receive appropriate attention. That these complaints 
were not taken seriously is a significant failure that allowed the conduct to continue much 
longer than it should have. I am hopeful that the reforms I announce below will begin to 
address this problem and that no other complaint of this nature will be missed. 

Set forth below are my decisions regarding the Investigative Report's recommendations. In 
summary, I adopt the Investigative Team's recommendations for reforms at the Departmental 
level, with some modifications, and direct a few additional actions be taken that Secretary 
Bryson and I believe are also necessary to prevent this type of problem from occurring in the 
future. 



1 . NOAA Decision Memo (Recommendations Nos. 1 , 2 , 3 , 4 , 5 , 1, 8 , and 12 ). I am in 
receipt of Under Secretary Lubchenco's Decision Memo dated May 24, 2012, which acts upon 
the NOAA-specific recommendations contained In the Investigative Report. I concur in each of 
these decisions and d/rect that NOAA provide an impiementation plan for each af the 
decisions contained in Under Secretory Lubchenco's memo, with a timetable and rn/7estones, 
no later than 30 days after the date of this memo. In addition, I want briefings regarding the 
process made in implementing these decisions within two months and again within six 
months of the date of the memo. 

2. Review of Use and Approval of Summary Level Transfers (SLTs) across the 
Department with a focus on automated controls. (Recommendation No. 6). The Investigative 
Team found that NWS misused SLTs to switch accounting codes assigned to past expenses from 
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THE DEPUTY SECRETARY OF COMMERCE 

Washington, D.C. 2Q23D 

one account to another, which allowed them to free up funds In accounts that they believed 
were underfunded. The use of SLTs made it more difficult to detect the movement of funds 
and prevented the transactions from being flagged during program reviews and audits. 

When used properly, SLTs are a useful tool which provides financial officers with the flexibility 
to fix errors or mistakes in accounting codes for past expenses. Thus, it would be inappropriate 
to prohibit their use. However, this case shows the danger presented when these tools are 
misused. 

Over the past six months, the Department of Commerce CFO/ASA has led a process to improve 
real-time business intelligence within the bureaus and between bureaus and the central 
Departmental C offices. This effort needs to be explicitly expanded to assure that the misuse of 
SLTs cannot recur. Accordingly, I direct the Department of Commerce CFO/ASA to conduct a 
comprehensive review of how SLTs are used ocross the Department with a view to ensuring 
that they are being used appropriately and that there are proper procetfwrcs in place for 
approving and monitoring such transactions. In addition, I direct the Department of 
Commerce CFO/ASA to explore whether automated controls can be added to the existing 
departmental financial management system to flag SLTs that deserve additional review. 

Finally, I direct the Deportment of Commerce CFO/ASA to provide me with the results of this 
review no later than three months from the date of this report. 

3. Examination of bureau and line office budget formulation processes to ensure 
transparency and accountability. (Recommendation No. 7). The Investigative Team found 
that the current budget process at NWS lacked transparency and that the culture within NWS 
did not encourage the questioning of assumptions or provide a process for reporting 
questionable budget decisions, As discussed above, we have implemented a number of 
reforms during the past two years at the Department to bring greater rigor and transparency to 
the budget process but it is clear from the Investigative Report that more needs to be done. 

Accordingly, I direct the Department of Commerce CFO/ASA to examine the budget 
formulation processes being utilized in the bureaus and, where appropriate, in line offices 
within bureaus ta determine whether the reforms are being appropriately implemented and 
cascaded. / also direct the Department of Commerce CFO/ASA to ensure that there ore 
appropriate avenues forftnancial managers within the Department to raise concerns about 
budget issues without fear of retaliation. Finally, I direct the Deportment of Commerce 
CFO/ASA to provide me with on update on these matters no later than three months from the 
dote of this report 
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THE DEPUTY SECRETAPY OF COMMERCE 

Washington, D.C, 20330 


4. Appropriations law training for financial staff and managers with budget oversight 
roles, including the proper use of SLTs. (Recommendation No. 9). The Investigative Team 
found that pertinent NWS employees had not received sufficient training on reprogramming or 
appropriations law. While the evidence suggests that most if not all of the employees who 
were involved were aware they were acting contrary to sound financial management 
procedures, it is important that we provide our financial staff with appropriate training for the 
issues they face. While appropriations law training has been provided to certain staff members, 
it was not as widely-available or as broadly designed as It needs to be. 

Accordingly, I direct the Department of Commerce Office of the General Counsel and Office of 
Budget to collaborate to develop a training program that addresses core appropriations law 
concepts, Including reprogramming, the Anti-Deficiency Act, and the appropriate use of SLTs. 
This training program should be in place no later than August 1, 2012 and should either be 
available on-line when needed or be provided at least twice each year. Each bureau should 
designate staff that would benefit from this training and require it as part of their 
performance plans. 

5. Review of the sufficiency of financial management and oversight experience in the 
Senior Executive Service cadre. (Recommendation No. 10). As the investigative Report notes. 
It is imperative for members of the Senior Executive Service (SES) to be prepared to discharge 
the financial oversight duties that are required of their positions. While some of the employees 
who enter the SES have experience with financial oversight, it is important that we not assume 
this knowledge. This is equally true for certain non-SES political appointees. 

/ therefore direct the Department of Commerce Office of Budget and the Office of the General 
Counsel to work with the Department of Commerce Director of Human Resources to develop a 
training program that addresses financial oversight and basic tenets of appropriations taw for 
appropriate SES employees and political appointees who oversee any budget processes. This 
training should either be availabfe on-line when needed or be made available at least twice 
each year and shall be mandatory for all employees who enter the SES. Bureaus should 
develop a fist of political appointee positions that require this training as well. 

6. Review the adequacy of training provided to SES and political leadership In the 
Department regarding how to address complaints in an appropriate and timely manner. 
(Recommendation No. 11). As discussed at length in the Investigative Report, the first 
complaint regarding the questionable financial actions was made in early 2010. However, it 
was not until late 2011 that a thorough review of the allegations was conducted. The failure of 
officials to respond appropriately and in a timely manner to complaints allowed this conduct to 
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THE DEPUTY SECRETARY OF COMMERCE 

Washington, D.C. 20930 


continue for at least a year and half longer than it should have. Such lapses cannot be 
tolerated. 

To address this problem, / direct the Department of Commerce Gerieral Counsel to ensure that 
that both SBS and political leadership within the Department are trained on the proper 
process for reviewing and responding to complaints made regarding misconduct allegedly 
occurring under their supervision. In addition, I will ask the Department of Commerce 
Inspector General to review his processes to ensure that complaints received by his office are 
appropriately addressed. 


In addition to the foregoing decisions based on recommendations made by the 
Investigative Team in the Investigative Report, I also want to address two other issues. 

First, the selective method being used by the NWS to tax line offices for common 
services created a situation in which certain line offices were not paying their fair share while 
others were paying more than their fair share. This allowed the movement of money in a 
nontransparent way. Such a practice is untenable. Under Secretary Lubchenco has instructed 
the Acting CFO of the NWS to institute a fairer allocation method and to harmonize NWS 
practices with those of other NOAA line offices. In addition, f direct the Deportment of 
Commerce CFO/ASA to conduct a review of procedures currently used by bureaus ta allocate 
funds from sub'bureaus and line offices to common central service funds and ensure that the 
procedures are transparent and result in fair and objective allocations. I further direct the 
Department of Commerce CFO/ASA to provide me with the results af this review no later than 
three months from the date of this report 

Second, the Investigative Report notes that there was inadequate supervision of 
financial staff within the NWS, with no clear oversight from the NOAA CFO, and no oversight 
within NWS except by the Assistant Administrator (AA). The Deputy AA had no oversight 
authority. In her decision memo. Under Secretary Lubchenco instructs the NOAA Deputy Under 
Secretary for Operations to review the supervisory structure of all NOAA line offices {including 
NWS) to ensure that line office CFO offices receive oversight from multiple sources. / direct the 
Department of Commerce CFO/ASA to oversee a similar review of the reporff'ng structure of 
all Bureaus within DOC that contain line offices to make sure that all line CFOs are 
appropriately supervised. I further direct the Department of Commerce CFO/ASA to provide 
me with the results of this review no later than three months from the dote of this report. 
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THE DEPUTY SECRETARY OF COMMERCE 

Washington. D.C. a023Q 


I hereby instruct all officers of the Department of Commerce and the National Oceanic and 
Atmospheric Administration to take all steps necessary to implement these decisions. 

VH- 

Deputy Secretary Re 




lecca Blank 
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May 24, 2012 


UNrrED STATES OEPAnTMENT OF COMMERCE 
The Under Secrefcary of Commerce 
for Oeeara and Atmosphere 

Wafi*i!ngcoo, D.C. P0230 


Under Secretarial Decision Memorandum 


FROM; 


Jane Lubchenco, Ph^. 

Under Secretary^ « 

Oceans and Atmp^p^^re] 



[ 


SUBJECT; Corrective Actions re: Internal Inquiry Into Alleged Mismanagement of Funds Within the 
National Weather Service 


On November 29th, 2011 NO AA's Deputy Under Secretary for Operations (DUS/O), informed me that a 
preliminary review of allegations about potential improper budget execution within the National 
Weather Service (NWS) had uncovered evidence supporting the allegations. Because of the seriousness 
of these allegations and the preliminary evidence, I immediately took four actions or directed the DUS/0 
to take them; 


1) I informed the Deputy Secretary of Commerce, Dr. Rebecca Blank, of this information. 

2) The CFO of NOAA Fisheries, Gary Reisner, was asked to serve as Acting CFO of NWS. i believed it 
was imperative that someone from outside NWS immediately assume responsibility for NWS 
budget execution and formulation that were underway for FY 2012 and FY 2013 respectively. 

Mr, Reisner understood that his responsibilities included ensuring that funds were used 
consistent with appropriations law and other applicable sound financial principles. 

3) On December 2, the then-Acting Deputy Secretary of Commerce, Dr. Rebecca Blank, and I 
initiated an Investigation led by senior executives from NOAA and the Department Office of 
Budget to review the preliminary findings and expand upon the work of the interna! review. 

Dr Blank and I agreed to appoint senior leaders within NOAA and the Department of Commerce to lead 
the Investigative Team. After adjustment, the leaders were my Deputy, Assistant Secretary for 
Observation and Prediction Or. Kathryn Sullivan; and the Department's Deputy Assistant Secretary for 
Resource Management Hari Sastry, respectively. Dr. Blank and f gave clear Instructions from the outset 
that the leaders were to determine to the best of their ability what actions were taken by Individuals 
within the NWS CFO's office and NWS leadership, what should be done to correct any improprieties, and 
why any improper actions were not detected and corrected sooner. Dr, Blank, the Investigative Team, 
and 1 sought and received advice and guidance from the Department of Commerce Office of the 
Inspector General during this investigation. 


Background 


Prior to this Investigation, senior officials inside NOAA and elsewhere in the Department of Commerce 
received but failed to follow up on a series of anonymous complaints about improper activity in the 
NWS in 2910 and early 2011. 


TWE ADMiNSTRATOPl 
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The current set of actions was set in motion on July 13, 2011 when the Office of Inspector General 
referred an anonymous complaint to NOAA's Chief Administrative Officer through the OIG's normal 
procedure for referring anonymous hotline complaints. The complaint was not flagged in any 
extraordinary manner. That complaint resulted in a preliminary review of budget execution within NWS 
launched on August 17, 2011. 1 received a verbal report of their findings on November 29, 2011 and took 
the actions described above. As early as December 6, the Investigative Team was in communication with 
the Office of the Inspector General to seek advice and guidance; on December 13 - with the OIG's 
cooperation - language was explicitly added to the Charge for the investigation that the OIG would 
"actively engage in this effort." The Investigative Team was charged with immediately beginning an 
internal inquiry into the alleged mismanagement of funds at the National Weather Service during Fiscal 
Years 2010 and 2011 and to provide recommendations for corrective action. 

Over the courseof the past five months the Investigative Team conducted thirty interviews of over 
twenty Department of Commerce employees, completed an extensive review of NWS financial records, 
and reviewed a large number of documents including emails, financial information, memoranda, and 
other material provided by witnesses in support of their testimony. Throughout the investigative 
process the Team consulted with the Office of the Inspector General regarding the conduct of the 
Investigation, including whom to interview and what lines of questioning to pursue. The investigation 
focused on FY2010 and FY2011 because that was the time period referenced in the complaints received. 
The Team has since noted that NOAA may need additional inquiry into activities in prior years. Later in 
this memo I direct additional inquiry. 

On May 11, 2012 the Investigative Team provided me with its report, including its findings and 
recommendations. I have fully reviewed the report and carefully considered each recommendation, 

Any inappropriate action at the National Weather Service is serious and a matter of grave concern. I 
consider the improper and irresponsible actions described in the report to be wholly unacceptable and 
to require swift corrective actions. At the end of this memo, I set forth my decisions about the 
corrective actions needed to address the problems identified. 

I have reviewed the report with the knowledge that our nation relies on NOAA's National Weather 
Service to be a trusted source of real-time information. I have been assured that none of the local 
forecasts and warnings -life- and property- saving services provided by NWS on a daily basis- was 
jeopardized by the misconduct. I consider NOAA's responsibility to provide these services to the nation 
to be one of NOAA's most important missions. 

Findings 

The Investigative Team found that NWS employees engaged in the reprogramming of NWS funds 
without Congressional notification during the years in question. These actions may be a violation of the 
Anti-Deficiency Act, The Team also found failure of management and oversight by NWS leadership. In 
addition, the Team found significant problems with budget and financial controls at the National 
Weather Service and that Departmental financial and management controls were ineffective at 
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detecting or preventing this inappropriate reprogramming. I have taken immediate actions -detailed at 
the end of this memorandum - to address these failures. 

Importantly, the Team did not find any evidence that any NWS employee committed fraud or received 
personal financial gain through their actions. This fact does not excuse, or reduce the seriousness of the 
employees' actions. 

The Investigative Team did identify personnel-related issues; NOAA is addressing those issues separately 
and concurrently. 

The actions taken by the NWS employees were not immediately apparent to the Investigative Team 
because they were buried in difficult-to-detect transactions. The Investigative Team took pains to do a 
thorough analysis of the relevant and extensive financial records to fully understand what actions took 
place and to be able to make recommendations about steps to lake to prevent similar transgressions in 
the future. 

The investigative Team found that in FY 2010 and FY 2011 the NWS employees used a variety of financial 
mechanisms during budget execution. Specifically, they did not assess NWS programs evenly or in 
appropriate amounts to cover NWS common services. This left a shortfall in the Management and 
Administration account, an account handled by the Office of the Assistant Administrator. In response to 
this shortfall, and other operational needs, the employees moved expenses out of Local Warnings and 
Forecasts (LWF) base budget and into other NWS programs. This in turn freed up funds to cover 
expenses in other programs within LWF. 

in addition, while the NWS employees did not transfer obligation authority between accounts, they 
inappropriately used summary level transfers (SLTs)-meant under normal circumstances to allow 
corrections to accounting errors-to transfer previous expenses from one NWS program to another. To 
accomplish this, NWS employees switched accounting codes on expenses paid out of the LWF base 
budget to codes for programs outside of LWF, Because of these actions, funds appropriated for 
programs like the Advanced Weather Interactive Processing System Program and the Weather Radio 
Improvement Project were used to pay for NWS expenses within LWF. And separate funds within LWF 
were in turn freed up to pay for shortfalls in other NWS operations. 

in addition to the reprogramming violations, the investigation also found that these anions went 
unchecked in large part due to various management issues. It is clear that this issue would have been 
discovered and corrected earlier had senior leadership within the NWS exercised appropriate oversight. 
The NWS operated with an unacceptable lack of transparency relating to budgeting and without 
mechanisms for staff to air their concerns about budget formulation and execution within NWS, creating 
an environment of mistrust. 

There is no doubt that financial controls in place at Department, NOAA and NWS were ineffective at 
detecting this practice. The automated controls within the financial management system were not 
configured to flag transactions such as these SLTs. SLTs are examined at the NOAA CFO's Office level but 
only for particular "business rules"; none of which were triggered by these transactions. Moreover, 
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there had been insufficient training for NWS budget personnel or NWS leadership on reprogramming 
and appropriations law. 

While certain mechanisms existed that ultimately allowed employees to report improprieties to a 
number of different sources outside of NWS, NOAA headquarters, the Office of the Inspector General 
and the Department of Commerce Chief financial Officer's Office all bear responsibility for missing and 
mishandling early complaints about the questionable financial transactions. 

The section below details the twelve decisions I find necessary to address the problems uncovered in 
the investigation. Below, I first summarize an investigation finding(s) and the recommendation(s) made 
by the Investigative Team, then I present the action I hereby direct. 


Decisions 


The investigation found that: 

Acting NWS CFO has reviewed the state of the NWS budget and has 
determined a reprogramming of $26 million is needed into LWF and an 
additional $9 million is needed to complete the NEXRAD Dual 
Polarization upgrade for fY 2012. 

Investigative Team Recommendation 1; 

"We recommend presenting this reprogramming to Congress and discussing 
options to appropriately fund these accounts In FY 2013." 

ADMINISTRATOH OeCISION ttl: 

I instruct my staff to immediately deliver the FY 2012 reprogramming requests 
to our Appropriations and Authorizing Committees, to begin a discussion on 
changes needed to the FY 2013 budget and to include a clear picture of the 
current state of the NWS budget and any adjustments that may be needed to 
ensure continuity of core NWS operating activities. The FY 2012 reprogramming 
and changes needed in the FY 2013 budget have been prepared by the Acting 
NWS CFO, the NWS Assistant Administrator (AA), the Acting NOAA CFO and the 
Department of Commerce Deputy Assistant Secretary for Resource 
Management. They have been briefed to senior officials within the NWS, NOAA 
and the Office of the Secretary including myself and Deputy Secretary Blank, 

Investigative Recommendations 2 and 3: 
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"We recommend that, as part of [the Acting NWS CFO's] review, he determine 
how best to assess NWS programs to fully fund the NWS OAA common services 
account." 

"We recommend that [the Acting NWS CFO] harmonize NWS practices with 
those of other line unices and NOAA Finance policies, ensuring that NWS 
programs are assessed uniformly and that the OAA account is fully funded at the 
beginning of each fiscal year." 

ADMINISTRATOR DECISIONS #2: 

I instruct the NWS CFO to fully fund the NWS Office of the Assistant Administrator common 
services account at the beginning of each fiscal year, 

i instruct the NWS CFO to assess NWS programs equably for common services beginning 
immediately. 

I further instruct the NOAA CFO to work with each line office CFO to ensure all program offices 
within a line office are assessed equably for common services accounts. I expect the NOAA 
Acting CFO to consult with NOAA's Assistant Secretary for Environmental Observations and 
Prediction, Chief of Staff and General Counsel before providing me an update by July 1 on his 
progress towards ensuring programs within line offices are assessed for common services 
equably and expect this work to be completed no later than August 1. 

I instruct the NOAA CFO to ensure there is a training procedure for staff In Line CFO Offices to 
make staff aware that it is NOAA policy to ensure program offices are assessed equably for 
common services accounts. This procedure must be in place no later than July 1. 


The investigation found that; 

Existing budget controls failed to prevent (NWS employees) from 
engaging in questionable Financial practices and failed to promptly 
identify ... behavior. Clearly, NOAA must have adequate budget controls 
in place to prevent such behavior in the future. Currently, some line 
office CFOs report to the DAA and others, as in this case, report directly 
to the AA. ... The Deputy AA had no direct supervisory role over the CFO 
and, despite significant efforts, was unable to get even basic financial 
information that could have revealed a problem earlier. Nor did the 
NOAA CFO play a supervisory role, even though she was clearly in the 
best position to understand the line office CFO's financial decisions. 

Investigative Team Recommendations 4 and 5: 
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“We recommend that NOAA modify the supervisory structure of the NWS to ensure that there is 
appropriate oversight over the CFO, and that NOAA reviews the CFO reporting structure in all its 
line offices." 

"We recommend that NOAA adjust the supervisory structure of each line office so that the AA 
and DAA, along with the NOAA CFO, each play a port in supervising their respective tine office 
CFO." 

ADMINISTRATOR DECISIONS h3: 

I instruct the NOAA Deputy Undersecretary for Operations to change the supervisory structure 
of the NWS so that the financial process is directly supervised by the NWS DAA and the NWS AA 
and NOAA CFO serve as reviewing officials on the NWS CFO performance plan and evaluation, 

I instruct the NOAA Deputy Undersecretary for Operations to review the supervisory structure in 
all other NOAA line offices to ensure the Line Office AA, DAA and NOAA CFO all play a role in the 
rating and reviewing of Line Office CFO performance plans and evaluations. I expect an update 
from the Deputy Undersecretary for Operations no later than July 1, 

I instruct the NWS AA to examine the membership, roles, and responsibilities of the Corporate 
Board for providing budget review and oversight going forward, and in consultation with the 
Assistant Secretary for Environmental Observations and Prediction and the Deputy 
Undersecretary for Operations provide to me ar> analysis and proposal by August 1. 


The Investigation found that; 

Summary Level Transfers (SLTs) Were Used Improperly to Facilitate the 
Inappropriate Transfer of Funds. In this case, SLTs were used to switch 
accounting codes assigned to past expenses from one account to 
another, a purpose for which they were never intended...The [NWS 
employee's) use of SLTs accomplished two objectives. First, the 
[employees] believed that SLTs allowed any "color" of money (PAC or 
ORF) to be converted into flexible LWF or other funds...Second, SLTs 
made detection of movement between funds difficult, and prevented 
clear reprogramming transactions from being flagged in project reviews 
or audits. 

[Tlhere was a breakdown in controls intended to prevent the misuse of SLTs, 
Investigative Team Recommendation 6 and 7: 
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"We recommend that the DOC CFO be tasked with reviewing the use of and approval rights for 
SLTs across the Department, to determine whether they are an appropriate financial tool and, if 
so, what changes to controls at either at the bureau or the Departmental level may be 
warranted. In particular, we recommend that the DOC CFO focus on automated controls within 
the DOC financial management system, if feasible, that might flag SLTs involving large dollar 
amounts or SLTs used to transfer funds between PPAs. " 

"We further recommend that the NOAA CFO's Office expand its current supervision of the SLT 
process to ensure that SLT transactions ore provided appropriate higher level review." 

ADMINISTRATOR DECISION ff4: 


Recommendation 6 is outside my purview as NOAA Administrator but I fully concur with the 
recommendation, 

I instruct the NOAA CFO's Office to expand its current supervision of SLTs to ensure the 
transactions are provided appropriate review. I expect a memo from NOAA's Acting CFO 
detailing the current review of SLTs and a timeline for implementing procedures to ensure a 
higher level review no later than date July 1. 


The investigation found that: 

Many of the problems in this matter arose because of a lack of budget 
process transparency and a culture within NWS that did not encourage 
questioning or provide independent channels for reporting dubious 
budget decisions. 

Investigative Team Recommendation 8; 

"We recommend that the NWS AA create an action plan to address these issues, to be reviewed 
by the NOAA Deputy Undersecretary for Operations. The plan should focus on ensuring 
adequate input into NWS budget decisions from senior program managers and NWS leadership, 
and creating avenues to raise concerns about budget issues to senior NWS or NOAA leadership 
without fear of retaliation. Furthermore, we recommend that the DOC CFO examine these issues 
in the other bureaus and other NOAA line offices. " 

ADMINISTRATOR DECISION US: 


I instruct the NWS AA to create an action plan to address the issues outlined in 
Recommendation 8 that ensures proper input into NWS budget decisions from senior program 
managers and NWS leadership and creates avenues to raise concerns about budget issues to 
both senior NWS and NOAA leadership without fearof retaliation. Additionally the plan should 
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explicitly concern itself with the structure and function of the NWS Corporate Board. This plan is 
due no later than July 1 to the Deputy Undersecretary for Operations. 

I instruct the Deputy Undersecretary for Operations to review/ this plan and make changes or 
approve the plan no iater than August 15. Prior to approval I expect the Deputy Undersecretary 
for Operations to brief me on the action plan. 

I further instruct the Deputy Undersecretary for Operations to examine issues outlined in 
Recommendation 8 within the other NOAA Line Offices and report the findings to me no later 
than August 15. 


The investigation found that; 

Those interviewed ... were clear that NWS did not have a documented, 
transparent process to address emerging budget issues. 

Investigative Team Recommendation 9: 

"We recommend that NWS create a process that is well-documented, vetted with stakeholders, 
and Includes explicit programmatic decisions allowing the bureau to align its budget formulation 
and execution with the available funds." 

ADMINISTRATOR DECISION ff6; 

I accept this recommendation and instruct the NWS AA to create a well-documented process 
that includes explicit time for programmatic decisions that align its budget formulation and 
execution with available funds. Each year this process must Include a formal briefing for the 
NOAA Administrator and Deputy Administrator on the NWS budget execution plan after a 
budget is enacted, The goal is to ensure NWS leadership is planning budget execution based on 
the available funds. 

The process for explicit programmatic decisions that align formulation and execution with 
available funds must be complete no later than September 1 and must be briefed to NOAA 
leadership including the NOAA Administrator, Deputy Administrator, Deputy Undersecretary for 
Operations, Chief Resource and Operations Manager, and NOAA CFO prior to that date. 


The investigation found that: 

Those interviewed during the course of the Team's inquiry agreed that 
neither the NWS CFO staff nor senior NWS leadership had received 
formal reprogramming or appropriations law training. It is imperative 
that those making financial decisions fully understand basic 
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appropriations concepts so that they can recognize and prevent illicit 
activity when it arises. 

Further, members of the Senior Executive Service (SES) must be 
prepared to discharge properly the duties of financial oversight that SES 
positions entail. Individuals are promoted to the SES from an array of 
backgrounds, often more technical and programmatic than financial 
management experience. It should not be assumed that their prior 
experiences equip them fully for the new dimensions of financial 
oversight responsibility they are assuming. 

Investigative Team Recommendation 11: 

"IVe recommend that NOAA and the DOC review the sufficiency of financial management and 
oversight experience in the SES cadre." 

ADMINISTRATOR DECISION U?: 


I Instruct the Director of NOAA Workforce Management and the NOAA Chief Resource and 
Operations Manager (CROM) with consultation with the Assistant Secretary of Environmental 
Observations and Prediction to undertake a review of the financial management and oversight 
experience within NOAA AA, DAA, and any other SES leadership positions they identify as having 
budget formulation and execution oversight roles. (This information is to be used only to inform 
the level of additional training needed and not as a metric for promotion or continued service.) 

I further instruct the Director to propose the additional training necessary to ensure all NOAA 
personnel who are involved in financial transactions have the requisite knowledge to perform 
their duties responsibly. This report should be reviewed and approved by the Deputy 
Undersecretary for Operations and the Assistant Secretary for Environmental Observations and 
Prediction and is due to me no later than August 1. 

I reviewed the Investigative Team’s recommendation for increased training on appropriations 
law. The Deputy Secretary's decisions speak to this important recommendation. 


The investigation found that: 

NOAA may need to Initiate additional investigation Into actions arising 
in prior years, and into tangential issues, Issues that NOAA may seek to 
investigate further include: 

(1) A full audit of the NWS budget for FY 2010 and FY 2011, to 
determine the full extent of unlawful fund reprogramming; 

(2) An audit of NWS financial practices prior to FY 2010, to 
determine when and how the NWS budget shortfall began, 
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and whether there was improper reprogramming of funds 
prior to 2010; and 

(3) An NWS program review, to determine (a) the impact of Mr. 

Byrd's financial decisions on NWS programs; and (b) 
whether financial problems existed within NWS because of 
program dysfunction. 

Investigative Recommendation 13: 

"We concur with these recommendations and endorse a full NWS financial and program audit" 
ADMINISTRATOR DECISION dS: 

I agree a full NWS financial and program audit is warranted. 

I instruct NOAA's CROM to initiate the process of contracting with outside independent firms to 
conduct a financial audit and a program audit of the NW S. These audits will look at FY 2006 
through the first quarter of FY 2012 and are to begin no later than July 15. The financial audit 
must investigate whether the belief held by NWS employees that there is a "struaural deficit" 
within the NWS budget bea rs merit. In addition it must examine if any other Line Offices were 
involved in or harmed by these unauthorized transactions. I instruct the CROM to obtain the 
concurrence of the Deputy Undersecretary for Operations on the audit scope and schedule. 


The investigative team reported to me that: 

The Hill has been notified of the on-going NWS investigation and is 
anxious to learn the results. Once Congress learns of the activity that 
occurred in this matter, it will be Imperative to begin restoring 
Congress' and the public’s confidence in the NWS' ability to 
appropriately manage its budget. 

Investigation Recommendation 14: 

"We recommend that NOAA immediately notify Congress of any unlawful reprogramming of 
funds within A/WS of which it has knowledge. At the same time, NOAA should provide Congress 
with a corrective action plan, in line with this Report and Recommendations, outlining how 
NOAA intends to address the problems that led to NWS' unlawful reprogramming of funds. 
NOAA's submission to Congress should include a clear picture of the current state of the NWS 
budget, as welt as any necessary modifications to the FY 2012 and FY 2013 spend plans." 

ADMINISTRATOR DECISION 1/9; 

I have instructed my staff including my Chief of Staff, Deputy Director of Legislative Affairs, and 
NOAA CFO to work with Department officials to notify Congress of the inappropriate 
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reprogramming found in this report. I instruct my staff to work with Department officials to 
determine whether an Anti-Deficiency Act violation occurred and if so, to make appropriate 
notifications to Congress. I have also instructed my staff to provide our Appropriations and 
Authorizing Committees with our FY 2012 reprogramming request, which Include a clear picture 
of the current state of the NWS budget, and to begin discussions with them about a FY 2013 
reprogramming. In addition I have instructed my staff to release this Decision Memorandum to 
Congress and to ensure that I and my staff are available to brief interested Members. 


The Investieation found that: 

[The NWS employees that were interviewed ] believe there is a 
"structural deficit" with the NWS budget. This, along with apparent 
shortfalls in the NWS OAA account, created a motive for [the NWS 
employee's] actions. Accordingly, it is imperative to determine if such a 
structural deficit exists and, if so, the causes and extent of that shortfall. 

ADMINISTRATOR DiCISION fflO: 

I instruct the Acting NWS CFO to examine each program office to determine if [the government 
employee's] belief that a "structural deficit" existed is supported by evidence and if so, to 
determine the causes and extent of that shortfall. I expect a time line and plan of action to 
complete this review no later than July 1. 

I expect the outside independent financial and programmatic audits to be appointed in response 
to Investigation Recommendation #13 to examine this issue as well. 


The Investigative Team found that: 

NOAA, DOC, and the OIG did not take timely action when notified of 
alleged Improprieties within the NWS CFO's Office. Although hindsight is 
20-20, it is clear that NOAA Officials, DOC Office of the Chief Financial 
Officer, and the Inspector General's Office were all made aware that 
there were allegations of significant problems within the NWS CFO's 
Office throughout 2010 and 2011, but failed to act in time to stop the 
activity until the very end of FY 2011. 

ADMINISTRATOR DECISION till; 

The senior NOAA officials , Department of Commerce Office of the CFO, and the Office of the 
Inspector General all failed to acton earlier anonymous complaints relating to this matter. In 
order to ensure all NOAA personnel understand how to deal with and where to send anonymous 
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camplaints NOAA will review the current system of filing, logging, and responding to the type of 
fiscal complaints that prompted this investigation and recommend any further changes in 
consultation with Department officials and the Office of the Inspector General. NOAA will also 
reaffirm through yearly all hands messages where and how employees should send anonymous 
complaints, and what steps managers can take to quickly evaluate such complaints and ensure 
appropriate and timely follow-up. In addition NOAA will institute a yearly training for all NOAA 
SES employees regarding howto handle anonymous complaints. 


ADMINISTRATOR DECISION H12: 


This report raises the issue of the delegation of authority into NOAA's Line Offices without 
sufficient oversight. During my tenure as Administrator I have been confronted with other 
instances within NOAA in which authority was delegated before my time to Line Offices and 
Program Offices within our Lines without providing sufficient oversight from Headquarters. It 
has been my goal to find those instances and to take action. Today I instruct my Deputy 
Undersecretary for Operations to review delegations of authority into ail NOAA Line Offices that 
lack sufficient oversight. 1 expect this review to be completed within the next three months. It 
should include existing mechanism for controls and structures of reporting and 
recommendations for the appropriate levels of oversight and control. In addition I instruct the 
Deputy Undersecretary for Operations to ensure that sufficient avenues exist within NOAA for 
employees to raise serious concerns to headquarters without fear of retaliation from their 
immediate supervisors. 

I hereby instruct all officers and employees of NOAA to lake all steps necessary to implement these 

actions. 
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Executive Summary 

Between early 2010 and late 201 1, a series of complaints was received by the Department of 
Commerce (DOC) Office of the Inspector General (OIG), officials from the National Oceanic 
and Atmospheric Administration (NOAA), DOC Office of the Chief Financial Officer, and the 
Government Accountability Office (GAO), alleging an array of misconduct on the part of^^^ 

These preliminary 

investigation conducted at the request of NWS leadership that found reason to believe that 
may have engaged in the unauthorized reprogramming of NWS 
program funds in fiscal year (FY) 201 0 and FY 201 1, in violation of those years’ Federal 
Appropriations Acts. The present executive level inquiry was initiated in light of these 
preliminary findings. 

The present inquiry team conducted more than 30 interviews of over 20 witnesses, performed 
extensive financial analysis, consulted with the IG’s Office, NOAA CFO’s Office and the DOC 
General Counsel’s Office, and examined large numbers of documents, e-mails, memoranda, and 
spreadsheets pertinent to the allegationsagainst^^^^^^^^|^|^| Ultimately, the 
inquiry team finds that^^^^^^^^^^^H||||mtoragage in the unauthorized 
reprogramming of NWS funds in FY 2010 and FY 201 1, in violation of the FY 2010 and 201 1 
Acts. 


The inquiry team found no evidence that||^|^| committed fraud or personally gained from 
I conduct. Instead,^^^^| appeared motivated by a desire to keep a variety of NWS 
programs operational despite what J believed to be inadequate funding to maintain these 
programs at necessary levels of performance. To keep certain NWS programs functioning, in FY 
2010 and FY 


To make up for this shortfall, along with additional NWS 


budget deficits. 
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was able to continue^! nappropriate activities for the time period covered by this 
inquiry despite repeated employee complaints, in large part because of the dynamic that existed 
among ||||||||||[^^m||||||H was nervous to challenge^^ 
directlyand/whenJI questionable responses were accepted andjl actions 

unreported. 


TT U' 



Looking back, it is clear that several complaints conceming^^^^^f activities went unheeded, 
allowing^ activities to continue for much longer than should have been possible. NOAA 
officials, the Office of the Inspector General (OIG), and the DOC CFO’s Office all received 

alleging^^^^^mimi^^^^^^^^^HIIIIIIIIIIIIIIIIIIIIIII and the activity continued 
until late FY2011. 

Finally, two unrelated complaints about^^^^l are not supported by the evidence. The first 
involves an allegation 

In fact, money spent by NWS in this study was reimbursed 
by the Acquisitions and Grants Office (AGO), which was the beneficiary of the work. 

Moreover, the space consolidation project was designed to save NWS significant money in 
future years. The second complaint involves a claim 

I III iiii|iiii I I II II I III I I I II I III li I ill mi I liii| III I II 

representatives ffoiti^^^^mHwho believes that^HU^f actions were 
appropriate. 

The inquiry team was instructed to concentrate primarily on financial records and events arising 
in FY 2010 and FY 201 1. This period is the focus of the earlier draft investigation report, was 
referenced by complaints and allegations and is the period in which most of the alleged 
inappropriate conduct arose. The inquiry team recognizes that there are clearly defined 
questions regarding this matter that remain unanswered, and that NOAA may need to initiate an 
additional investigation into actions arising in prior years, and into tangential issues. At the end 
of this report are listed areas that NOAA may consider appropriate for further review. 
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REPORT 


I. Procedural History 

This inquiry is the result of a series of complaints filed with the leadership of the National 
Oceanic and Atmospheric Administration (NOAA), the Department of Commerce (DOC) Office 
of Inspector General (OIG), DOC Office of Chief Financial Officer, and the Government 
Accountability Office (GAO), involving alleged mismanagement of funds within the National 
Weather Service (NWS). The complaints assert a series of wrongful acts, but focus primarily on 
decisions 

programs operational by 


described more fully below, NOAA has worked with the support and guidance of the OIG to 
complete its investigation into these allegations. 

A. The Complaints 

In early 2010, an undated, unsigned, anonymous letter was sent to 


complaining about financial mismanagement 
within NWS. (Exhibit 43). Although HmUml recalls seeing the letter, [^cannot confirm 
received it or exactly what was done with it.' (Exhibit 43). However, 
says that^^ typically would have given a copy of such a compIaintto^^^^H 
along with the OIG. (Exhibit 43). Staff from the||[H||||f 
drafted a response to the complaint addressed to||||^^^^^ dated April 30, 2010; 
accordingly, must have received a copy of the complaint prior to that time. (Exhibit 

80). No response to the complaint was ever given to|||mm. 

The complaint letter stated that t he NWS was “practicing financial deceit,” and that “[i]n each of 
the last several years. 


J 


The complaint further stated that this practice 
had detrimental effects on NWS programs, as it “increases costs in many situations, delays 
improvements or needed maintenance, allows spares to drop below needed levels, and puts the 
manager at risk.” (Exhibit 43) Finally, the complaint referenced an NWS office space 
assessment, posing the question, “[s]ince we are short of money, why is 



^ Al did not have a coordinated approach to handling such anonymous complaints. Since 

in place a tracking system that provides information about all correspondence that comes 

through^^^HHjH (Exhibit 43). 
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the transfer was accomplished without the need for a reprogramming request. (Exhibit 45). 


never provided additional information to the OIG orl 


On June 15, 201 1, the OIG received another anonymous complaint on its e-mail Hotline, 
alleging that: 


Rumors abound about your investigatingHH for diverting AWIPS funds. Also that 
spending many hours building a cover story. Do not let them hide the 
faets! Ask other programs and too. Also ask about how much has been spent 
on the crazy office space thing! 


(Exhibit 46). On July 13, 201 1, the OIG referred this matter to the 
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This is 

resulting in increasing budget shortfalls, numerous acquisition programs (AWIPS 
and WRIP) with|||||||||||m|^||m budget issues, and increased risks to NWS operations. 

(Exhibit 47). 

Finally, on January 24, 2012, the OIG referred an anonymous complaint to NOAA 
that it had received on its internet hotline. The complaint involved| 



B. NOAA’s Preliminary Investigation 


and consistent with the 



In response to the July 13, 201 1 OIG referral to| 
internal NOAA process for such referrals, on August 17, 201 1 the| 

I requested that| 

direct an inquiry into the complaint. (Exhibit 49). Recognizing the need for 
an independent office to direct this inquiry, | 

^ asked 

to leadtti^nvestigat!o!^^|^^| agreed and subsequently asked two additional 
NOAA employees to join the fact finding team:! 





The investigation led by 


I focused primarily on whether 

^ but also touched on allegations surrounding the 
I and contacts with a private 

company, that had business before the Agency. (Exhibit 50, at p. 1). During 
the course of his investigation, andlU team interviewed a number of NWS employees 

familiar withm^m|[|||||||[m|||||||||||^^m|||| looked at emails and other exhibits provided 
by these witnesses, and made a preliminary examination of financial data regarding^mi^mi 
imillllllllim On November 28, 201 1 issued a draft report, in which^|made preliminary 

conclusions, inter alia, that: 


^ The complaint also raised additional concerns regard ing^^jjjm that are not part of the instant investigation 
and report, that were separately investigated by the OIG- 
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n was assigned to conduct the investigation with 


were not replaced. 
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• What role NWS senior leadership had in the transactions, and whether NWS, NOAA and 
Department senior leadership had knowledge of the financial transactions under review; 

• The role oi^|||||||||||||||||||||^^^^^| in the transactions; 

• Whether there was any indication of fraud; 

• The identification of internal controls that could have or should have prevented the 
transactions from occurring; and 

• The determination of whether there were possible violations of the Procurement Integrity 
Act or Standards of Conduct. 


(Exhibit 51). Initially, the team was to produce a report by December 30, 2011. (Exhibit 51). 

After further discussions both internally within NOAA and with the OIG, the initial charge to the 
senior investigative team was modified in a document dated December 13, 2011. (Exhibit 52). 
This further charge made clear that “the DOC Office of Inspector General will actively engage” 
in the investigation. Since this document was issued, the OIG has provided guidance to the 
senior investigative team, giving advice on a variety of issues, including recommendations for 
witness interviews, lines of questioning, and the overall scope and timing of the investigation. 


In consultation with the OIG and senior DOC and NOAA leadership, the senior investigative 
team has focused on six areas in answering the questions under its charge outlined above: (1) the 


allegations; (2) thel 


allegations; (4) the 


allegations; (3) the| 

I allegations; (5) the improper contact with NGOs allegations; and (6) the| 
allegations. Although the initial target date for completion of a final investigative report was 
.lanuary 13, 2012, the complexity of the financial analysis involved and the expanded scope of 
the investigation required extension of the completion date until May 9, 2012. 


The investigation team has concentrated primarily on financial records and events arising in FY 
2010 and FY 201 1, the focus of the earlier draft investigation report, and the period in which 
most of the alleged inappropriate conduct arose. The team curtailed its investigation into prior 
years in an effort to complete its investigation and report expeditiously, so that NOAA could take 
this report into account in its budget planning for FY 2012 and FY 2013, and could quickly make 
appropriate persormel decisions. The investigation team recognizes that certain questions 
regarding this matter remain unanswered, and that additional inquiries may need to be made into 
actions arising in prior years, and into tangential issues. At the end of this report are listed areas 
that NOAA may consider appropriate for further review. 


D. Methodology of Present Investigation 

To answer the questions posed in its charge, the investigative team conducted a series of 
interviews and completed an extensive review' of NWS financial records. In addition, the inquiry 
team has reviewed large numbers of emails, financial information, memoranda, and other 
documents provided by witnesses in support of their testimony. The inquiry team consulted with 
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the IG’s Office, the NOAA CFO’s Office, and the DOC General Counsel’s Office during the 
course of its investigation. 

1. Witness Interviews 

Interviewees were selected based on a number of factors, including potential knowledge of the 
allegations, financial knowledge, and management roles within NWS, NOAA, and DOC. 
Interviewees were selected and lines of questioning were formulated with the assistance of the 
OIG. Many witnesses were interviewed more than once, as the scope of the investigation 
expanded. As a result, some 30 interviews were conducted of 21 witnesses. Following the 
interview of each witness, the witness’ statement was shared with the OIG for review."* 

In addition to interviews, the sworn affidavits of 14 witnesses interviewed during the course of 
the Potts Investigation were reviewed. Relevant portions of these affidavits were considered as 
evidence in the present inquiry. 

Witness interview summaries are attached as exhibits and referenced throughout this report. 
Position descriptions of all key witnesses are attached to their witness summaries. The inquiry 
team interviewed the following DOC employees: 



’ In some cases, the witness’ statement was also shown to the interviewee. However, in mid-December, 2011, the 
OIG recommended ending this practice, and the investigate team stopped allowing witnesses to review their own 
statements. 
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Financial Analysis 


based on^ 
consultation with 

the NOAA CFO’s Office. The inquiry team reviewed extensive financial records including, 
most notably, the Commerce Business Systems (CBS) Report entitled “Program Authority and 
Allotment by Quarter by Program” (BE521D). Using this report, the team conducted CBS 
queries for: (1) Structured Query Language (SQL) - Budget Operating Plans (BOPs) for Select 
P4 - BOP Data for all NWS CBS Program4 Codes for FY 201 0 and FY 201 1 ; and (2) SQL - 
Summary Level Transfers (SLTs) by Batch - SLT query for all NWS Program4_code values on 
the FROM side. To complete the review, the inquiry team sorted the queries by NWS Program 
Group (e.g., ASOS, AWtPS, Local Warnings and Forecasts) and then isolated all transactions 
related to Organization Code 20-01 . Organization Code 20-01 represents the National Weather 
Service, Office of the Assistant Administrator (OAA). 

The inquiry team compared the total amounts represented in the BOPs query for each Program 
Group to report BE521 to ensure consistency. Once relative consistency was established, the 
inquiry team compared each program’s total amount to appropriated amount. Differences 
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between these amounts were likely the result of carryover funds from the previous year and other 
adjustments made throughout the year to match BOP totals to the appropriated amounts. 

The inquiry team further filtered the BOP data to include only transactions that appeared related 
to mitigating the NWS budget shortfall. These transactions had identifying words such as 
“mitigate”, “shortfall”, and “overrun” in the Notes section of the transaction. The team then 
derived a percentage of the amounts related to the shortfall in comparison to the total Office of 
AA amount by Program Group, to test for a possible reprogramming of funds. 

A similar analysis was performed of Summary Level Transfers (SLTs). Using a query, data was 
sorted by program group and then further filtered to isolate transactions that appeared to be 
related to mitigating the NWS budget shortfall. In addition to identifying words used in the BOP 
transactions noted above, the SLTs also described “moving expenses” or “moving charges” from 
one program to another. Transactions were netted coming “From” the program group and those 
going “To” the program group. These amounts were then compared to appropriated amounts to 
determine if the percentage was below or above the 10% reprogramming threshold. The results 
of this analysis appear consi.stent with evidence provided by witness testimony. 

Finally, a sample of high-dollar SLT transfers was selected to trace to expenditure documents to 
confirm that the transferred expenses had no relationship to the program to which the charges 
were moved. 

The results of this process are described in Section III(B)( 1 ), infra. 

3. Document Review 

Many witnesses provided emails, financial information, memoranda, and other documents in 
support of their allegations, either independently or at the request of the inquiry team. This 
information was reviewed carefully, and makes up several exhibits attaehed to this report. 


IT Faetual Findings 

A. Background 

1. NWS and NWS CFO Management Structure 
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a. Background 

As shown below in Figure 2, the overall NWS budget for FY 201 1 was approximately $976,0 
million. Approximately $879.0 million of FY 201 1 fonds were Operations, Research, and 
Facilities (ORF) fonds, while the remainder, approximately $97.0 million, was Procurement, 
Acquisitions, and Construction (PAC) fonds. As a general rule, ORF fonds are more flexible 
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than PAC funds, in that they can be spent on “a wide vmety of labor and systems operations.” 
(Exhibit 1 7). In contrast, PAC fonds may be used only for procurement, acquisition and 
construction of capital assets. 


NWS Appropriation 2005 - 2011 

(in thousands) 


NWS Spend Plans 

FY 2005 

FY 2006 

FY 2007 

FY2008 

FY 2009 

FY 2010 

FY 2011 

ORF 

$703,926 

$746,844 

$774,963 

$808,300 

$847,938 

$892,118 

$879,582 

LWF Base (ORF 
subset) 

$522,948 

$526,470 

$564,729 

$578,424 

$601,876 

$617,842 

$628,121 

PAC 

$79,055 

$101,400 

$109,429 

$106,923 

$110,951 

$107,727 

$96,899 

Total 

$782,981 

$848,244 

$884,392 

$915,223 

$958,889 

$999,845 

$976,481 


All years depicted exclude supplemental funding 
FY 2009 exclude ARRA funding of $16.4M 

Figure 2 

Within the NWS budget, appropriations are allocated into different accounts termed Programs, 
Projects and Activities (PPAs). The PPAs are executed by NWS’ 13 Financial Management 
Centers (FMC’s), which include OST and OOS. A list of all NWS PPAs is attached as Exhibit 
87 .^ 

The NWS budget is designed to have considerable flexibility, and is made up primarily of a 
single large PPA line item called “Ivocal Warnings and Forecasts Base” (LWF). As shown in 
Figures 3 and 4, in FY 2010 and FY 201 1 LWF contained over $600 million in ORF funds. 
NOAA created a flexible budget for NWS to allow it to respond to weather emergencies quickly 
and efficiently, and to allow for rapid improvements in meteorological technology. (Exhibit 1 7). 


® NWS has an established proce.ss for allocating funds to FMCs and PPAs, which is managed by the NWS CFO’s 
Office’s Budget Formulation and Program Analysis Division (Formulation Division). This process begins with the 
final congressionally enacted appropriation. Initially, the Formulation Division reverses prior-year, one lime 
allocation actions to establish current year start points for each PPA by FMC. '!1ie Formulation Division maintains a 
control table that ties appropriation level change.s to each PPA that is updated to meet the enacted appropriations for 
each given year. This control table becomes the foundation for current year allocations and the subsequent 
allotment process. The Formulation Division applies current year modifications, both internal and external, to the 
allocations by PPA and FMC. External funding level modifications are comprised of programmatic changes, 
enacted rescissions, inflationary adjustments to base (ATBs), enacted pay adjustments, inclusion of congressionaily 
directed projects and Rollings Scholarship assessments. Internal funding level modifications include shifting 
program and/dr project responsibilities between FMCs, changes to labor costs, spread of the NOAA direct bill 
assessment, spread of NWS’s corporate/common services (CS) assessment, and any shortfall mitigation strategies. 
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(In Thousands) 


PPA's 

NWSFY11 

Budget 

Percentage 

Local Warnings & Forecasts Base 

$628,121 

64% 

Other ORF PPAs 

$251,461 

26% 

PAC PPA's 

$ 96,899 

10% 

Total Budget 

$976,481 

100% 



Figure 3 


(In Thousands) 


PPA'S 

NWS FY 10 
Budget 

Percentage 

Local Warnings & Forecasts Base 

$617,842 

62% 

Other ORF PPA's 

$274,276 

27% 

PAC PPA's 

$107,727 

11% 

Total Budget 

$999,845 

100% 


NWS FY 10 Budget 


% ^ 


^‘^aV 


Local Warnings 
& Forecasts Base 

Other ORF PPA's 


I PAC PPA's 


Figure 4 
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Despite the intended budget flexibility, witnesses familiar with the NWS budget have stated that 
increases in labor costs and constraints on management’s ability to reshape the workforce have 
impinged on the flexibility in managing the NWS budget and in handling NWS budget deficits. 
(Exhibits 17, 23, 25). Indeed, NOAA senior leadership has believed for many years that the 
NWS business operations model is unsustainable beeause it relies too heavily on labor, and that 
high labor costs negate the flexibility created by the LWF. (Exhibit 17). Accordingly, NOAA 
senior leadership has instructed NWS to no longer ereate new positions, so they must find ways 
to move forward with the same number of employees, or less (Exhibit 17).** 

b. NWS Budget Deficits 

1. The Office of the Assistant Administrator (OAA) Account 

Each year, NWS is responsible for paying a number of overhead costs, including common 
service expenses (e.g., rent and utilities), management and administration (M&A) expenses (e.g., 
costs to run the Assistant Admini.strator’s Office and information technology support), and direct 
bill expenses (e.g., NOAA overhead costs, general counsel’s office fees, and AGO fees). Prior 
to FY 2008, many of these expenses were paid for through the NWS Local Warnings and 
Forecasts (LWF) PPA account. (Exhibit 54). However, in FY 2008 growing common service 
expenses required NWS to create a ‘’common services assessment” across most NWS PPAs, 
including those overseen by OST and OOS. (Exhibits 4, 23, 25). Since then, the common 
services assessment levied against the NWS PPAs has averaged in the 4-5% range, which is 
charged against the program’s enacted budget authority. (Exhibits 23, 25). Collectively, those 
within NWS term the account where these assessments are collected the ‘‘Office of the Assistant 
Administrator Account” or the “OAA Account.”’ 

NWS does not assess a standard percentage for each PPA for the common services assessment. 
Instead,|||||||||||||||||||||||||||||||^^ determined that some PPAs, including those overseen by field 
and “operational” offices, should not pay an assessment because it would “cripple mission 
performance.” (Exhibits 4, 10, 23, 25). In particular, two PPAs have always been excluded from 
the OAA account assessment, the Weather & Climate Supercomputing Program and the Central 


^ Understanding the challenges facing NWS, in the fall of 2010 NOAA asked the National Research Council of the 
National Academy of Sciences to study the past and future of NWS’ operations and provide a two-part report. The 
first part of the report, entitled “National Weather Service Modernization and Associated Restructuring; A 
Retrospective Assessment,” was issued in September 2011. The second part of the report, which will discuss future 
steps to improve NWS, is due in the summer of 2012. (Exhibit 17). NOTE: The language in this footnote, and 
the text of the paragraph preceding this footnote in the body of the Report, were added by the inquiry team 
after the final version of this Report was submitted for review, to clarify points in the Report and address 
concerns raised by reviewers. 

^ In fact, there is no actual OAA account, since funds stay within the PPA in which they were allotted, but the funds 
are accounted for under the AA’s Office FMC. (Exhibits 25, 29). 
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Forecast Guidance Program, Moreover, the LWF PPA has a specific dollar amount taken from 
it, instead of a percentage. (Exhibit 25). 


Each year, thej 



The amounts asse.ssed to the PPAs do not cover the full costs of the OAA account, which was 
significantly underfunded at the beginning of FY 2010 and FY 201 1. (Exhibits 4, 15). In both 
FY 2010 and FY 2011, the estimated total common service expenses were approximately $40.0- 
$42.0 million. (Exhibits 23, 25). However, in its initial budget allocation, NWS assessed its 
PPAs only approximately $30.0 - $32.0 million. (Exhibits 23, 55). Accordingly, in both fiscal 
years 

(Exhibits 10, 12, 23, 25). 

The gap that was left in the OAA account was covered by identifying funds thought not to be 
needed by programs, and transferring them via a Budget Operating Plan transfer (a direct transfer 
known as “BOPing”) to the OAA. As such, the shortfalls in the OAA account were handled 
through budget execution instead of budget formulation. (Exhibits 10, 12, 23, 25), As stated by 
when asked about the appropriate assessment rate for the OAA account: 

5% was the goal, because more than that and you would attract 
questions about the cost of overhead, and they were always 
looking to reduce overhead. I knew it wasn’t sufficient, but there 
was often money left over at the end of the year - plans fell 
through, projects weren’t fully executed - and 1 knew the money 
could be used for the [OAA] account. . . 

(Exhibit 8). ^m|||||[| believed that funding the OAA account through execution was appropriate 
to carry out operations to meet a broad array of operational requirements in an uncertain 
environment of weather and water events. (Exhibit 4). That said, ^^^^[ acknowledges tha t 
this practice was never formally documented within NWS. (Exhibit4)7^^^^^^^^^^^H 



Beyond the shortfalls in the OAA account, for many years NWS has operated with what many of 
those interviewed term a “structural deficit,’’ dating back to at least 2004, meaning that the NWS 
budget has begun each of the last several fiscal years with a shortfall that must be addressed 
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through execution during the course of the year.* (Exhibit 26, 40). The size of this perceived 
budget shortfall has never been clearly defined, in large part becau.se it is based on what NWS 
leadership and program mangers deem essential to NWS operations. As such, e.stimates of the 


size of the deficit from NWS program managers and financial analysts range from $35.0 million 
to (Exhibits 40). 



The perceived NWS budget deficits were 


not a secret, and managers within NWS and throughout NOAA had heard that such a shortfall 
existed. (Exhibits 1 , 1 9, 40). 

Witnesses presented several explanations for the NWS “structural deficit.” First, the NWS 
budget increased only modestly between FY 2005 and FY 201 1, at an average rate of 
approximately 3.5% per year. At the same time, labor costs increased as statutorily mandated 
pay raises grew. Meanwhile, NWS overhead costs increased, as NWS had to pay for unfunded 
IT mandates, including expenses for NOAANet, and other programs. (Exhibits 23, 25). There 
are also certain core NWS observational programs that appear underfunded - for example,^® 

has opined that GPS radiosondes require $5.0 million more 
each year than appropriated. (Exhibit 25). 


One other reason cited for the NWS budget shortfall involves Congressional actions in FY 2009 
to prevent NWS from holding field forecaster positions open. 



At the same time, Congress forbade 


NWS from closing field offices or reducing field office hours. As a result, funds within the LWF 
PPA that could have been spent on NWS programs were instead spent on increased labor costs. 
By FY 2010, NWS’ was absorbing an additional SIO.O million on unfunded labor costs. By FY 
2011, this number rose toSll. 3 million. (Exhibit 23). 



^ NOTE: Portions of the sentence attached to this footnote in the text of the Report were added by the inqniry 
team after the final version of this Report was submitted, to clarify points in the Report and address concerns 
raised by recipients. 

” Overhead costs increased significantly in FY 2010 and FY 2011, particularly in the Alaska and Pacific Regions, 
where there were increases in mandatory non-labor costs, IT, communications, rent and utilities. (Exhibit 23). 
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says that 


Instead, to 

Beachoffice was to make their best efforts to follow the draft plan. (Exhibit 4). 
acknowledges tha^| saw the draft plan, but says that^Jnever saw a final plan that had 
clearly established dates and milestones. (Exhibit 20). After reviewing the draft, 


IJ 

J u 


No plan to address NWS 

shortfalls was ever presented to the Corporate Board. (Exhibit 1). 


Regardless, near the end of FY 2010, there was still a projected shortfall, an 



In a June 


7, 2010, e-mail to 


provided* rationale for these measures: 


There is a tendeney for FMCs (some more than others) to allow for 
a eomfortable eushion going into the next fiseal year by forward 
funding some eontraets to be sure money is available for 
operations in ease of unforeseen events, or just to bank “excess” 
funds. It is exacerbated by each EMC optimizing their flexibility 
at the expense sometimes of Corporate. This can be seen in some 
in.stances as purchasing more inventory than needed - both 
supplies and services depending upon individual’s risk tolerance as 
opposed to a Corporate rationale. As you and they know, the 
private sector minimized this practice long ago. 


“ AlthoughlUIIIIIIH used the term “forward funding” to describe payments made on a contract that straddle fiscal 
years, the standard definition of forward funding involves budget authority that is made available for obligations 
beginning in the last quarter of the fiscal year for the financing of ongoing activities during the next fiscal year. This 
more typical definition does not apply here. 
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(Exhibit 59). Notably, according to^^^^^^^^H||||||||||||||||||^^^, there nothing 
inherently wrong with shortening a contract period, and there may be legitimate reasons to do so: 
however, the funds taken from shortening a contract can only be used for congressionally 
authorized purposes. (Exhibit 4 1 ). 


In addition to cutting contract performance periods, as the end of FY 2010 and FY 201 1 
approached and operational needs and shortfalls became more precise, acknowledged 



SETs are designed to provide financial officers with the flexibility to reassign accounting codes 
on past expenses, most notably to fix errors or mistakes in account coding. Here, SETs were 
used to change accounting codes on expenses previously paid out of the EWF to those of other 
PPAs, thereby freeing up flexible LWF funds that could be used for almost any purpose. 

Several witnesses called this process “colorizing” money, because PAC or ORF funds would be 
sent to the OAA, and SETs would be used to convert these funds to flexible EWF funds that 
could be used for any purpose, thus “losing their color.” (Exhibits 1 3, 25, 37). See Section 
111(B)(1), infra, for a more detailed explanation of this process. 



Money was removed from the AWIPS PX processor program, one of OST’s top priorities, with a promise that the 
money would be returned in FY 2012, which it was. (Exhibit !3). 
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was worried about this activity for a 
believed that it would create larger financial problems in the future, 


explains it: 


I had discussed this management deficiency with 
and was surprised by ^ response. ^ explained 
moving certain acquisitions into the next fiscal year, the NWS 
would still be able to do what it needed to do by using the new 
fiscal year budget, and the same operations can be repeated year 




to me that hy 
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I (Exhibit 38) 

B, The Advanced Weather Interactive Processing System Program (AWIPS) 


1. Background 

The Advanced Weather Interactive Processing System (AWIPS) is an advanced information 
proeessing, display, and telecommunications system that integrates all meteorological, 
hydrological, radar, and satellite data, enabling a forecaster to prepare and issue more accurate 
forecasts and warnings. AWIPS is the centerpiece of modem NWS forecasting operations, 
allowing a forecaster to view, analyze, and combine large amounts of weather data to quickly 
arrive at an accurate forecast. Within NWS. OST oversees the AWIPS program. In general, 
program oversight within NWS is split between two offices, witli OST handling implementation 
and improvement (typically termed “Product Improvement” or “PI”), and OOS handling 
operations and maintenance (typically termed “O&M”). How'ever, AWIPS is the exception; 
OST handles both the AWIPS PI and the AWIPS O&M programs. (Exhibit n).'"* 

The AWIPS O&M budget pays for maintenance costs, periodic technology refreshment, and 
government FTE and contractor positions necessary to maintain the AWIPS system. (Exhibit 

“ In the past, there have been attempts to transfer the AWIPS O&M program to OOS. However, due to a 
disagreement between OST and OOS over the resources necessary to run the O&M program the transfer never took 
place. 
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29). The largest percentage of maintenance costs goes to fund a contract between NWS and the 
Raytheon Company (Raytheon) to maintain and service the AWIPS system. The contract began 
in 2005 and is a ten year contract (5 year base with five 1 -year options), worth approximately 
$1.2 million per month, or $14.4 million per year. (Exhibit 62). Prior to FY 2010, the AWIPS 
O&M contract with Raytheon ran annually from August to August, and under the contract 
Raytheon was paid in monthly installments. 



An early attempt by 



late 2009, during the course of a regularly scheduled program review, |||||||||||||||||| noted 
that approximately $611 thousand was taken from the AWIPS program to cover a shortfall in the 
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1. Background 

The Weather Radio Improvement Program (WRIP) was created in 2008 to update NOAA’s 
weather radio network, which transmits severe weather warnings to 98% of the United States 
population. The Department of Homeland Security also has access to the radio network, 
allowing it to broadcast warnings in case of national emergency. The NOAA radio network 
utilizes a text to speech system, which allows computer generated weather reports to be 
broadcast throughout the country. Among other improvements, the WRIP program was created 
to update this system, replacing the outdated computerized voice modules on the existing radio 
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Because the WRIP budget was made up of PAC funds, WRIP monies could 
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only recently learned that the WRIP program has only approximately $4.0 
million left in its budget and does not believe that the program will survive. (Exhibit 16). 

Similarly||[^^^^^^^^^||||||||||^^^^^^^^||||||||||||||||||||||||||||||||[||||||||||||[||||||^^ 

explained that approximately $8.0 million was removed from the WRIP program, and 
thatBdoes not believe that the WRIP program will ever be implemented because of this deficit. 
(Exhibit 2). 

D. The Next Generation Weather Radar Program (NEXRAD) 

1. Background 


NEXRAD is a network of approximately 160 high resolution Doppler weather radars deployed 
throughout the country that are operated by NWS. NEXRAD radars detect precipitation and 
wind patterns, and allow the w'eather service to track storms, tornadoes, and cold fronts, among 
other capabilities. In 2007, NWS created the NEXRAD Product Improvement Program 
(NEXRAD PI), funded by PAC funds, to upgrade NEXRAD radars with dual polarization 
capabilities, allowing for increased radar data and an ability to provide improved severe weather 
warnings, flood and flash flood warnings, and general forecast services. Donald Bcrchoff, 
Director of OST, is primarily responsible for the NEXRAD PI program. 

The NEXRAD Operations and Management Program (NEXRAD O&M) is a maintenance 
program that keeps NEXRAD radars operational by providing day-to-day repairs and upgrades. 
The NEXRAD O&M program has a budget of approximately $46.0 million per year. 



NEXRAD is part of the “PAC NEXRAD” PPA (See Exhibit 87). 
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However, at the end of this report, the inquiry team recommends that NWS conduct 

a program review, in which such a determination may be made, 

E. AGO Office Consolidation Efforts 

On May 25, 2010, an anonymous complaint was fded with GAO that, in part, referenced an 
NWS office space assessment, posing the 


1 


^^^^^^^^^^^liiecomplaintwas referencing a 2009 office space consolidation study 
that was conducted by NOAA staff. (Exhibit 4). Based on the results of this internal study, 
NWS decided to move forward with consolidating space with the NOAA Acquisition and Grants 
Office (AGO). 

NWS and AGO signed an MOU spelling out the terms of the space consolidation agreement. 
(Exhibit 74). Under the MOU, NWS will provide one floor of space in SSMC 2 to AGO and 
provide facilities support and infrastructure, in exchange for full reimbursement for all services 
provided by NWS. (Exhibit 74). AGO will also pay NWS $250 thousand for “move 
requirement costs,” and then an additional $950 thousand over the course of the next year to 
reimburse NWS’s initial outlay. (Exhibit 74). 

The cost to implement the space consolidation was approximately $1.0 million, for cabling, 
movers, installation costs, and contractor staff support. (Exhibit 75). The work was initially 
paid for by NWS, and was completed by Earth Resources Technology, Inc., which received four 


NOTE: The language in the paragraph preceding this footnote in the body of the Report was added by the 
inquiry team after the final version of this Report was submitted, to elarify points in the Report and address 
concerns raised by recipients. 
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payments between December 2009 and November 2011, (Exhibit 76). However, AGO refunded 
NWS $1.2 million, as provided under the MOU. (Exhibit 25). 


In the long term, the space consolidation effort was projected to save NWS approximately $1.0 




Mesonets are small scale networks of meteorological observing sites, often coordinated by small 
governments or private entities, which normally cover only a very distinct, compact geographical 
area. Earth Networks has been involved in a number of NWS grant and contract solicitations 
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in. Findings 

A. No Evidence of Fraud 

The inquiry team did not find any evidence that money tha^^^^^ or others^^^^^^ 
jmUm was used for corrupt or fraudulent purposes. Alt hough some interviewees 

not one thatH^| 

or others gained personally from their actions. Indeed, the prevailing sense from those 
interviewed was that^^l 
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the Unlawful Reprogramming of Funds From Various 
NWS Programs to Cover Perceived Shortfalls Within the NWS Budget 


It is the conclusion of this inquiry that 


and that NWS funds were reprogrammed unlawfully. 


a. Background 


The requirements for 


b. Financial Analysis 


There were approximately 
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As noted previously, it is beyond the scope of the current inquiry to examine 

review 


would require a full audit of the NWS budget, and the inquiry team was tasked with 
expeditiously completing its w’ork. 
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Figure 5 



rCC![)U'!lj.S. 
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Figure 6 


The National Sea Grant College Program Base and Competitive Research Program are part of another tine office, 
the Office of Oceanic and Atmospheric Research. 

The Laboratories & Cooperative Institutes is part of the Advanced Hydrological Prediction Services PPA. 
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Figure 8 



In light of the financial documentation and witness statements, and in consultation with financial 
attorneys with the Depar t men t o f Commerce General Counsel’s Office, the inquiry team finds 

that I 



2. Anti-Deficiency Act (ADAt Violations 


The Anti-Deficiency Act (ADA) is a funds control statute that restricts amounts available for 
obligation and mandates administrative procedures to control rates of obligation. See 31 U.S.C. 

§ 1341,etse(7. The Act’s central prohibition, set out at 31 U.S.C. § 1341(a)(1), provides in 
relevant part; “An officer or employee of the United States Government or the District of 
Columbia government may not — (A) make or authorize an expenditure or obligation exceeding 
an amount available in an appropriation or fund for the expenditure or obligation; or (B) involve 
the government in a contract or obligation for the payment of money before an appropriation is 
made unless authorized by law.” A violation of this section requires “appropriate administrative 
discipline,” id. § 1349(a), including possible suspension without pay or removal from office, and, 
if the violation was knowing and w'illful, a fine of up to $5 thousand and/or imprisonment of up 
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to two years. Id. at § 1350. The Government Accounting Office (GAO) provides guidance on 
following the ADA in its “Red Book,” Principles of Appropriations Law. 


Whether! 


violates the ADA is a question that must be determined by 

the DOC GC’s Office, in consultation the NOAA CFO, and is beyond the scope of this report. 
The inquiry team, in consultation with NOAA leadership, has been instructed that the findings in 
this report will be provided to DOC GC and the NOAA CFO to determine if an ADA violation 
has occurred. 


3. Violations of Federal Financial Management Standards 


Beyond violations of appropriations law,^^^^^J ac tions, along with^^^^^^^j 

adverse to a 

series of financial management standards established by statute and policy. For example, the 
Office of Management and Budget (0MB) has issued policies stating that: 


The proper stewardship of Federal resources is a fundamental 
responsibility of agency managers and staff Federal employees must 
ensure that government resources are used efficiently and effectively to 
achieve intended program results. Resources must be used consistent 
with agency mission, in compliance with law and regulation, and with 
minimal potential for waste, fraud and mismanagement. 


Management and Budget (OMBi Circular A-123 . Section \ , Management Accountability and 
Control (1995). Similarly, the Federal Managers’ Financial Integrity Act of 1982 mandates that 
“internal accounting and administrative controls . . . shall be established . . . and shall provide 
reasonable assurances that . . . funds, property, and other assets are safeguarded against waste, 
loss, unauthorized use, or misappropriation ...” 31 U.S.C § 3512. Moreover, the Federal 
Financial Management Improvement Act of 1996 requires that all agency financial transactions 
“be consistently and accurately recorded, monitored, and uniformly reported throughout the 
Federal Government.” 31 U.S.C § 3512.^* 
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C. Summary Level Transfers (SLTs) Were Used Improperly to Facilitate the 
Inappropriate Transfer of Funds 
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Indeed, as noted in Section 


n(A)(2) and elsewhere in this report, at various times 
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1. Had Limited Knowledge of the Financial Methods Used 
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Overly Relied 

Failed to Consider Seriously Complaints AboutI 


Behavior 












Both 


However, because of the trust that they had in| 


T 


The Absence of a Structured Process to Address Budget Issues led to a 
Lack of Transparency Regarding the NWS Budget and to! 



Several witnesses interviewed by the inquiry team expressed frustration over 


Even^^^^Backnowied^ this problem, stating that 



I 



J U I 


I 


49 















concurs, noting that] 


These examples point to significant communication and transparency problems regarding! 


Q. NOAA, UOC, and the OIG Did Not Take Timely Action When Notified of 
Alleged Improprieties WithinlHm^^H^m 


Although hindsight is 20-20, it is clear that NOAA Officials. DOC Office of the Chief Financial 
Officer , and the Inspector General’s Office were all made aware that there were allegations of 
significant problems within 



1 1, 1 1 MU I Ill III nlii II II 1 1 i\ I d llii'i l( III I III tvliiilJI I III I " nil it, but believes that 

sent the letter to the IG’s Office and Congress, since they were listed as “cc’s” on the letter, 
along with^^^^^mm (Exhibit 17). Clearly, the complaint ended up in the hands ofm 
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Although clear how^^^^H 
the complaint, it does not appear that the response was ever sent 
^^^Horthat any other action was taken in response. 

Thereafter, on May 25, 2010, the IG’s Office received an almost identical complaint. (Exhibit 
42). Again, it does not appear that any action was taken by the IG on this complaint. Although 
standard protocol requires the IG’s Office to provide a copy of this complaint to NOAA for 
review, according to the OlG’s Office this complaint was not provided to NOAA until later 
complaints arose in July 2011. 

2. The Anonymous Complaint to DOC 


On October 29, 2010, 
office mailbox that stated that 


received an anonymous “postcard” or “index card” in| 
should ask about the 


, minutes after receiving the card. 


came into his office. (Exhibit 39). handed the card to 


says thatH has no memory of receiving the index card from 


35). According to 
office has no record of ever receiving it. 

The inquiry team found no one within NOAA that was notified of this incident. As noted in 
Section 111(H)(2)(d) below, is expected to report any complaints or 
information that it receives regarding a potential reprogramming to NOAA or the IG’s Office. 

3, A Second Complaint to the IG’s Office 

In “late 2010,” the OIG apparently received another complaint, alleging 


It clear how the 

Office received this complaint, whether orally or in writing, but it too appears to have never been 
referred to NOAA. 
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Based on the “late 2010” complaint, between January and April 2011, OIG staff conducted a 


In addition, 


, sent an e-mail to 


stating that: 


Y]ou should expect a visit from 


funding from AWIPS to the National 


Dunna a meetina with 


and a separate meetina with 


I 


(Exhibit 45). 

mUmill never received information from NWS regarding 

recalls receiving a phone call in the summer of 201 1 from^^^^^^^^^^ asking i 
received information from NWS, but otherwise B did not hear from the IG’s Office again. 
(Exhibits 39, 83). Accordingly, in July 201 approached^^m||m||||| 
to discuss the IG Office’s allegations, and to see if^Jcwld get NWS to 
provideBawith additional information. (Exhibit 41). This was the first time that^^^^ 
had heard of these allegations, andjH took further action, as described below. 


On November 18, 201 1, almost seven months after 

sent a letter to|||| 

investigation, and stating that: 


sent the e-mail to^^H 
1. outlining the results of the April 
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4. NOAA is Notified of Allegations 


In July 2011, 
concerns about 



reported to 

(Exhibit 40), This was the first time that 


became aware of allegations of 


In response, 
about! 


who explained that the OIG had come to talk to| 



internal investigation had begun, | 

H. Financial and Management Controls Were Ineffective at Preventing! 


It is clear that financial controls that were in place within DOC, NOAA, and NWS were 
ineffective at preventing! 



It appears 

that weaknesses in the way various manual controls were applied contributed significantly to the 
problems arose inH||||||||||||H|||!||H 
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1. Automated Controls 

Automated financial controls are those that occur automatically, either through computerized 
financial systems, or because they are inherent in the budget structure. The inquiry team has 
identified three automated controls pertinent 
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Manual controls are those that are not automatic, and involve set processes or a reliance on 



There are two types of manual controls. First, transactional level controls, which include: (1) 
reviews of operating performance; 

ml iiilili li I I III I II iiiiiiiiii III il I iiiiliiil which 

include: (1) the hiring and retention of competent individuals; (2) mechanisms to monitor and 
review operations and programs (i.e., oversight); (3) establishment of appropriate and clear 
internal reporting relationships, including clear documentation of these relationships, and 
facilitating a process by which mid-level managers are provided easy, open-communication with 
senior managers; and (4) requirements for the proper documentation of financial transactions. 


a. Reviews of Operating Performance 


Reviewing operating performance involves the monitoring of financial systems to ensure that 
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1 . Mechanisms to Monitor and Review Operations and 
Programs within the NOAA Budget Structure and the 
NOAA CFO’s Office 
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2 . 


Mechanisms to Monitor and Review Operations and 
Programs within the DOC CFO’s Office 


The DOC CF’O’s Office plays a role in the NOAA budget formulation process and is responsible 
for assisting in the reporting of reprogramming requests to Congress. ||[||H|H|||||||^^H 



Because the DOC CFO’s Office does not have day to day visibility at a level required to see 
these transactions, 


In addition, 


As previously described. 
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e. Processes that Facilitate Easy, Open-communication with 




Matter 
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J. The Office Space Consolidation Efforts Were not Paid for Out of NWS 
Funds and Were an Authorized Management Decision 


There is no evidence to indicate that the NWS Office Space consolidation efforts with AGO that 
were conducted between 2009 and 2012 were improper. An MOU exists between NWS and 
AGO that spells out the terms of the space consolidation agreement, and AGO reimbursed the 
costs to implement the space consolidation efforts to NWS. (Exhibit 74). In the long term, the 
space consolidation plan was projected to save NWS approximately $1 million per year. 

(Exhibit 4, 77). 

To the extent that there was a problem with the space consolidation project it was a problem of 
transparency. 



Moreowr^^^^Hj^^HIIIIII^HIHI^^^H says that 
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L, Issues for further inquiry 

As mentioned previously, the inquiry team was asked to expeditiously complete its report so that 
NOAA could review it in time to address budget plarming for FY 2012 and FY 2013, and could 
quickly make appropriate persoimel decisions. The inquiry team recognizes that there are clearly 
defined questions regarding this matter that remain imanswered, and that NOAA may need to 
initiate additional investigation into actions arising in prior years, and into tangential issues. 
Issues that NOAA may seek to investigate further include: 

1. A full audit of the NWS budget for FY 2010andFY 20 1 1 , to determine 
the extent 


2. An audit of NWS financial practices prior to FY 2010, to determine 



and 
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